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(1) 

A 21ST CENTURY MEDICARE: BIPARTISAN 
PROPOSALS TO REDESIGN THE PROGRAM’S 
OUTDATED BENEFIT STRUCTURE 

WEDNESDAY, JUNE 26, 2013 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON HEALTH, 

COMMITTEE ON ENERGY AND COMMERCE, 
Washington, DC. 

The subcommittee met, pursuant to call, at 9:59 a.m., in room 
2322 of the Rayburn House Office Building, Hon. Joe Pitts (chair-
man of the subcommittee) presiding. 

Present: Representatives Pitts, Burgess, Shimkus, Blackburn, 
Lance, Cassidy, Guthrie, Bilirakis, Barton, Pallone, Dingell, Engel, 
Green, Barrow, Christensen, Castor, and Waxman (ex officio). 

Staff present: Clay Alspach, Chief Counsel, Health; Sean 
Bonyun, Communications Director; Matt Bravo, Professional Staff 
Member; Paul Edattel, Professional Staff Member, Health; Julie 
Goon, Health Policy Advisor; Sydne Harwick, Legislative Clerk; 
Katie Novaria, Professional Staff Member, Health; Monica Popp, 
Professional Staff Member, Health; Andrew Powaleny, Deputy 
Press Secretary; Chris Sarley, Policy Coordinator, Environment 
and Economy; Heidi Stirrup, Health Policy Coordinator; Alli Corr, 
Democratic Policy Analyst; Amy Hall, Democratic Senior Profes-
sional Staff Member; and Karen Nelson, Democratic Deputy Com-
mittee Staff Director for Health. 

OPENING STATEMENT OF HON. JOSEPH R. PITTS, A REP-
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH 
OF PENNSYLVANIA 

Mr. PITTS. This subcommittee will come to order. The chair rec-
ognizes himself for 5 minutes for an opening statement. 

Nearly 50 million seniors rely on the Medicare program for their 
health care, and that number may grow to 63 million Americans 
by 2020 and 81 million by 2030. Medicare’s traditional benefit de-
sign mirrored the private insurance products, namely Blue Cross 
Blue Shield plans, available in the mid-1960s. While the private in-
surance market has undergone significant changes in the last 50 
years, Medicare’s traditional benefit structure has remained fun-
damentally the same. 

Unlike most private insurance today, which has a single deduct-
ible for all medical services, traditional Medicare has separate 
deductibles and copayments for Part A, hospital services, and Part 
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B, physician and outpatient services. The program also charges 
separate copayments for Part A and Part B services. 

Today, seniors face great uncertainty about what their out-of- 
pocket costs will be. Generally, Medicare requires a 20 percent co-
payment, but without knowing the total cost of a doctor’s visit, a 
hospitalization, or a procedure or test, seniors don’t know what 
that 20 percent means in dollars until after a service is delivered. 
With no cap on out-of-pocket spending a beneficiary can incur, and 
confusion about the lack of coordination between Parts A and B, 
nine out of ten Medicare beneficiaries purchase supplemental in-
surance. 

On April 11, 2013, the subcommittee held a hearing titled 
‘‘Strengthening Medicare for Seniors: Understanding the Chal-
lenges of Traditional Medicare’s Benefit Design,’’ at which MedPAC 
Chairman Glenn Hackbarth discussed ways to modernize and im-
prove Medicare’s traditional benefit design. As I said at that hear-
ing, everything about our health care system has changed dramati-
cally since 1965. Today’s standards of care, and the tests, treat-
ments, and drugs we have access to were not even dreamed of 
when the program was created. 

Our expectations have changed as well. Fifty years ago, insur-
ance protected us from catastrophic hospital costs incurred as a re-
sult of diseases, which were most likely fatal. With the medical 
breakthroughs we have experienced in the ensuing decades, many 
of those diseases have become chronic conditions and we expect our 
insurance to help us manage them accordingly. Seniors deserve an 
insurance product that reflects the current health care system, not 
that of the last century. 

Today’s hearing builds on MedPAC’s recommendations, by bring-
ing in policy experts to further explore how we can make the pro-
gram work better for our seniors. 

I would like to thank our witnesses for being here today. I look 
forward to their comments on some of the reforms we discussed at 
the previous hearing, such as combining Parts A and B under a 
unified cost-sharing structure, instituting a cap on out-of-pocket 
spending to protect beneficiaries from the threat of medical bank-
ruptcy, incentivizing high-value care, and others. 

Thank you, and I yield the remainder of my time to Representa-
tive Burgess. 

[The prepared statement of Mr. Pitts follows:] 

PREPARED STATEMENT OF HON. JOSEPH R. PITTS 

The Subcommittee will come to order. 
The Chair will recognize himself for an opening statement. 
Nearly 50 million seniors rely on the Medicare program for their health care, and 

that number may grow to 63 million Americans by 2020 and 81 million by 2030. 
Medicare’s traditional benefit design mirrored the private insurance products, 

namely Blue Cross Blue Shield plans, available in the mid-1960s. While the private 
insurance market has undergone significant changes in the last fifty years, Medi-
care’s traditional benefit structure has remained fundamentally the same. 

Unlike most private insurance today, which has a single deductible for all medical 
services, traditional Medicare has separate deductibles and copayments for Part A, 
hospital services, and Part B, physician and outpatient services. The program also 
charges separate copayments for Part A and Part B services. 

Today, seniors face great uncertainty about what their out-of-pocket costs will be. 
Generally, Medicare requires a 20% copayment—but without knowing the total cost 
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for a doctor’s visit, a hospitalization, or a procedure or test, seniors don’t know what 
that 20% means in dollars until after a service is delivered. 

With no cap on out-of-pocket spending a beneficiary can incur, and confusion 
about the lack of coordination between Parts A and B, nine out of ten Medicare 
beneficiaries purchase supplemental insurance. 

On April 11, 2013, the Subcommittee held a hearing entitled ‘‘Strengthening 
Medicare for Seniors: Understanding the Challenges of Traditional Medicare’s Ben-
efit Design,’’ at which MedPAC Chairman Glenn Hackbarth discussed ways to mod-
ernize and improve Medicare’s traditional benefit design. 

As I said at that hearing, everything about our health care system has changed 
dramatically since 1965. Today’s standards of care, and the tests, treatments, and 
drugs we have access to were not even dreamed of when the program was created. 

Our expectations have changed, as well. Fifty years ago, insurance protected us 
from catastrophic hospital costs incurred as a result of diseases which were most 
likely fatal. With the medical breakthroughs we’ve experienced in the ensuing dec-
ades, many of those diseases have become chronic conditions, and we expect our in-
surance to help us manage them accordingly. 

Seniors deserve an insurance product that reflects the current health care system, 
not that of the last century. 

Today’s hearing builds on MedPAC’s recommendations, by bringing in policy ex-
perts to further explore how we can make the program work better for our seniors. 

I’d like to thank our witnesses for being here today. I look forward to their com-
ments on some of the reforms we discussed at the previous hearing, such as com-
bining Parts A and B under a unified cost-sharing structure, instituting a cap on 
out-of-pocket spending to protect beneficiaries from the threat of medical bank-
ruptcy, incentivizing high-value care, and others. 

Thank you, and I yield the remainder of my time to Rep. 
—————————————————. 

Mr. BURGESS. I thank the chairman for yielding. I thank you for 
having the hearing, and I thank our witnesses for being here today. 

In its current form, Medicare has made some promises that may 
be very difficult to keep in just a few short years. It shouldn’t be 
a surprise, since we expect the program designed in 1965 to adapt 
to the needs and usage patterns of beneficiaries in the 21st cen-
tury. 

Enrollment in Medicare could reach well over 60 million people 
by 2020. In 2013, Medicare costs are estimated to be a little over 
3 1⁄2 percent of GDP. That will be almost 6 percent in 2035, so cer-
tainly a substantial increase. The primary reason for the increase 
is the demographic shift—there are more people in the program, 
baby boomers leave the workforce and join the rolls of retirees. We 
should undertake an open-minded review of the current benefit de-
sign in Medicare and ways to reform it in a way that reflects the 
needs and expectations of today’s seniors. We also must adapt to 
the needs of future beneficiaries. So let us have that conversation 
about innovative payment and care programs. Let us empower pa-
tients and providers by promoting quality measures that are mean-
ingful to consumers that they can understand. Let us offer incen-
tives in the program to promote better organized, coordinated 
health care delivery and payment systems. 

Many of these are tenets guiding our discussions around replac-
ing the Sustainable Growth Rate formula, and that is a good thing, 
but we must move toward a system that allows all beneficiaries a 
choice between improved fee-for-service, Medicare Advantage, alter-
native payment models such as ACOs bundling. Just as each pro-
vider should be able to flourish, we must allow patients a choice, 
a meaningful choice, in how they receive their care. 

I thank the chairman for the recognition and I will yield back the 
time. 
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Mr. PITTS. The chair thanks the gentleman and now recognizes 
the ranking member of the subcommittee, Mr. Pallone, 5 minutes 
for an opening statement. 

OPENING STATEMENT OF HON. FRANK PALLONE JR, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW JER-
SEY 

Mr. PALLONE. Thank you, Chairman Pitts, and thank you for 
holding this hearing today. 

Improving and strengthening Medicare so that the program can 
serve as a reliable resource for seniors and the disabled for years 
to come is critically important. We must continue to examine ways 
to keep the program solvent as the number of beneficiaries grows 
from an aging baby boomer population, and we have already made 
important progress in this area with the delivery-system reforms in 
the Affordable Care Act. 

According to the annual Medicare’s trustee’s report, Medicare 
spending growth is down and is projected to continue to have slow-
er growth than the overall economy for the next several years, and 
I am committed to exploring ways to continue moving in this direc-
tion and modernizing Medicare so that beneficiaries today and in 
the future receive the care they need in an efficient and affordable 
manner. 

Seniors and individuals with disabilities rely on Medicare to ac-
cess needed health services. These individuals are some of the 
country’s poorest and sickest. Medicare beneficiaries, half of whom 
have an annual income under $22,500, spend disproportionately 
more on health care than the general population. As we consider 
Medicare benefit redesign, we must protect and improve this popu-
lation’s access to quality, accordable health care. 

Now, reform should provide greater predictability and security 
for beneficiaries. For years, my colleagues and I have explored the 
idea of establishing out-of-pocket limits to protect seniors and indi-
viduals with disabilities from catastrophic medical expenses. This 
is also an opportunity to improve the Medicare benefit design, mak-
ing it less complicated. The fact that Part A and Part B have such 
divergent cost sharing and deductibles can seem arbitrary and con-
fusing to beneficiaries. We should examine ways to move away 
from this model towards one that is more streamlined. Yet we must 
ensure that any changes that we make to restructure Medicare do 
not come at the expense of beneficiaries’ health or financial secu-
rity. Any reform, particularly proposals that include changes in 
beneficiary cost sharing, must take into consideration how the 
changes will impact a vulnerable beneficiary population. For exam-
ple, while reducing utilization of unnecessary health services that 
welcome change, Medicare beneficiaries are not always able to dis-
tinguish between unnecessary and necessary care. When faced with 
higher costs, some beneficiaries will simply reduce their use of 
services across the board. Older, sicker seniors in particular are 
more likely to be passive in their care decision-making than the 
general population and rely on their providers to steer them toward 
recommended use. That is why we must continue to support com-
prehensive approaches that help move our health care system to a 
more value-based system including provider payment models that 
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support value over volume, and the Affordable Care Act laid the 
groundwork for this, and we must continue down that path. 

So I look forward to hearing from our witnesses today about their 
ideas to improve Medicare’s benefit structure and look forward to 
working with my colleagues towards a system that incentivizes 
high-quality and high-value care while building in protections for 
low-income and vulnerable populations. Thank you, Mr. Chairman. 

Mr. PITTS. The chair—— 
Mr. PALLONE. Mr. Chairman, I have three statements for the 

record that if I could submit—I ask unanimous consent to enter 
into the record a statement from the American Federation of State, 
County and Municipal Employees, AFSCME, second, a joint state-
ment from the California Health Advocate Center for Medicare Ad-
vocacy and Medicare Rights Center, and lastly, the National Asso-
ciation for Home Care and Hospice. 

Mr. PITTS. Without objection, so ordered. 
Mr. PALLONE. Thank you. 
[The information appears at the conclusion of the hearing.] 
Mr. PITTS. We have more than one subcommittee going at the 

same time, so members will be in and out today. I apologize for 
that. 

At this time the chair recognizes the ranking member of the 
ranking member of the full committee, Mr. Waxman, 5 minutes for 
opening statement. 

OPENING STATEMENT OF HON. HENRY A. WAXMAN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA 

Mr. WAXMAN. Thank you, Mr. Chairman. I appreciate your hold-
ing this hearing. 

The Medicare program been critical to ensuring the health and 
financial security of seniors and disabled Americans since its incep-
tion, and while I know we agree that there are a number of ways 
we can improve quality and efficiency in Medicare, we should also 
work on broader health care delivery system reform. I hope we also 
agree that we must preserve the strengths of the program and its 
protections for the vulnerable populations that depend on it. 

It is critical, as we explore this topic, that we are mindful of who 
the Medicare beneficiaries are. Two recent reports looking at the 
supplemental poverty measure-one by Kaiser Family Foundation 
and the other by the Economic Policy Institute-remind us of the fi-
nancial vulnerability of seniors across the country. Nationally, 
nearly half of all seniors live with incomes below twice the poverty 
threshold. In my home State of California, the number is 56 per-
cent, with 20 percent, or one in five seniors, living in poverty. Any 
proposal to redesign Medicare that doesn’t protect these vulnerable 
seniors or looks to achieve program savings by shifting costs to 
beneficiaries is not one that I can endorse. 

I am glad to see that a key element of the models proposed by 
both Kaiser and MedPAC is that they are cost-neutral to bene-
ficiaries overall. At the same time, I understand that there will in-
evitably be winners and losers within the Medicare population. 

I can’t emphasize enough the critical importance of ensuring that 
the full impact, both economically and in health term, is considered 
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across the population of beneficiaries. In our health care system 
today, among both private and public payers, there is a lack of 
alignment between cost sharing and value. As Dr. Baicker has indi-
cated in some of her work, cost sharing is a blunt tool that doesn’t 
help beneficiaries distinguish between high-value and low-value 
services. In the same way that the Affordable Care Act removed 
cost sharing for age-appropriate preventive services, we know from 
the private market that reducing cost sharing for prescriptions and 
follow-up care for people with chronic medical problems improves 
adherence and health outcomes. 

There is a lot of interest in eliminating first-dollar coverage as 
a strategy to reduce unnecessary utilization. Yet we know that in 
poorer, sicker populations, like those in Medicare, this kind of cost 
sharing reduces both necessary and unnecessary care. Reducing 
necessary care and having patients defer appropriate outpatient 
care and end up in emergency departments or admitted to the hos-
pital is not the outcome we are looking to achieve. More value- 
based benefit design must be tailored to the beneficiaries. For 
Medicare, that means building in incentives for high-value care 
and ensuring protections for low-income and other vulnerable mem-
bers. 

In closing, I believe there are a number of ways to improve the 
benefit design in Medicare that are accountable to both bene-
ficiaries and taxpayers. In the process, we must continue to protect 
our most vulnerable seniors, and we must make sure that we are 
not using program redesign as a pretext for achieving program sav-
ings by shifting costs onto the beneficiaries. Thank you, Mr. Chair-
man. 

Mr. PITTS. The chair thanks the gentleman. That concludes our 
opening statements. 

We have one panel today. On our panel we have today Dr. Kath-
erine Baicker, Professor of Health Economics, Department of 
Health Policy and Management, Harvard School of Public Health; 
Dr. Patricia Neuman, Senior Vice President of the Henry J. Kaiser 
Family Foundation; and Mr. Thomas Miller, Resident Fellow, 
American Enterprise Institute. 

Thank you all for coming today. Your written testimony will be 
entered into the record. You will be given 5 minutes each to sum-
marize your testimony, and at this point we will recognize Dr. 
Baicker for her opening statement. 

STATEMENTS OF DR. KATHERINE BAICKER, PROFESSOR, 
HEALTH ECONOMICS, DEPARTMENT OF HEALTH POLICY 
AND MANAGEMENT, HARVARD SCHOOL OF PUBLIC HEALTH; 
DR. PATRICIA NEUMAN, SENIOR VICE PRESIDENT, THE 
HENRY J. KAISER FAMILY FOUNDATION; AND THOMAS MIL-
LER, J.D., RESIDENT FELLOW, THE AMERICAN ENTERPRISE 
INSTITUTE 

STATEMENT OF KATHERINE BAICKER 

Ms. BAICKER. Chairman Pitts, Ranking Member Pallone, mem-
bers of the committee, I am really honored to have the opportunity 
to talk with you today about this crucial topic of improving Medi-
care’s benefit design, and this offers the opportunity to not only im-
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prove the benefit that current enrollees receive but ensures fiscal 
stability for generations to come. 

So I wanted to spend a minute talking about balancing two com-
peting factors. I am an economist. I have two hands. I always use 
that. That is insurance and incentives. The fundamental goal of an 
insurance product is not only to get people access to needed care 
but to protect them from financial ruin. Seniors shouldn’t have to 
spend their live savings if they fall ill and their children shouldn’t 
fall into financial ruin to care for an elderly, ailing parent. So it 
is vital that Medicare offer that kind of financial protection that 
any good insurance product should. 

But balanced against that are the incentives that any insurance 
product creates. When you subsidize care, people consume more of 
it. We have decades of research that shows that even though it is 
not intuitive that people consume health care that way, when the 
price of health care goes down, people consume more and some of 
that is really valuable care but incrementally it gets less and less 
valuable to the point that it might even have negative value. So we 
need to balance those two competing interests in designing a smart 
insurance product. 

The question is, how does Medicare do on that balance, and I 
fear that the answer is right now, not so well. It does not offer vital 
financial protections. Seniors without supplemental plans face po-
tentially unlimited out-of-pocket costs, as you mentioned, that is 
not a good insurance product for them. On the other hand, if sen-
iors get supplemental insurance coverage, they then go from having 
too little insurance to potentially too much where their care is sub-
sidized on a first-dollar way that encourages care of potentially 
questionable value. We know that in any given year, about 15 per-
cent of seniors if they don’t have supplemental coverage face out- 
of-pocket expenses of more than $2,500 but over 10 years more 
than half of enrollees in Medicare without supplemental coverage 
would face more than $2,500 in expenses. The typical Social Secu-
rity retiree’s income is less than $20,000, so that is a huge amount 
of money for someone with Medicare. That is why 90 percent of 
them, as you noted, are likely to purchase that supplemental cov-
erage. 

The challenge is that the extra care that the supplemental cov-
erage creates really falls on the shoulders of the Medicare program. 
The supplemental coverage only pays for part of it. If an enrollee 
goes to the hospital one more time than is necessary for good care, 
that is not good for the enrollee who does not want to be in the 
hospital but it is also bad for the Medicare program because the 
program is shouldering most of those costs. So an ideal system 
would provide beneficiaries with the kind of protection they needed 
through the Medicare program and then they wouldn’t need to pur-
chase the supplemental coverage that raises the cost of the Medi-
care program and threatens its financial viability for future genera-
tions. 

So how do we improve the benefit design? As Representative 
Waxman noted, crude cost sharing can do as much harm as good. 
Nuanced cost sharing, I think, has the potential to improve the 
quality and value of care that seniors get while reducing unneces-
sary or low-value care that burdens the current system, and that 
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means that cost sharing for different services should be different. 
It should be value-based cost sharing where care that is of high 
value should come with little or no cost sharing at all, and cost 
sharing should be ratcheted up depending on how the value of care 
diminishes. Care that has very little health benefit for seniors 
should come with a substantial copayment. It is important to pro-
tect low-income seniors from financial risk exposure. Again, it is an 
insurance product. You can’t expose people to financial ruin, but 
that cost sharing could be based on income as well. 

The last point I would like to leave you with is that looking 
across silos would very much improve the balance between insur-
ance and affordability for the Medicare program, and by that I 
mean, care consumed in one setting—pharmaceuticals, doctor’s of-
fice visits—has implications for care consumed in other settings— 
hospitalizations, emergency department visits. Patients need to 
have the right incentives to consume care in the setting that pro-
duces the best health value for them. Providers need to think 
across silos. Physicians should be thinking what are the down-
stream consequences for emergency department visits, and insur-
ance products need to look across silos. If subsidizing a physician’s 
office visit keeps a patient out of the emergency room, the insurer 
should be working in a system that encourages that because that 
is good for the patient and it is good for costs. So improving the 
program in this way would have far-ranging implications. It would 
improve the value for beneficiaries, it would improve the fiscal sta-
bility of the system. It also has the potential to improve the care 
consumed by all patients in the Medicare system and privately in-
sured patients. There are spillover effects. If physicians and hos-
pitals do a better job for our Medicare beneficiaries, all patients 
will benefit from that higher standard of care. 

Thank you for this opportunity, and I look forward to answering 
your questions. 

[The prepared statement of Ms. Baicker follows:] 
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My name is Katherine Baicker, and I am a Professor of Health Economics in the Department of 
Health Policy and Management at the Harvard School of Public Health. I would like to thank 
Chairman Pitts, Ranking Member Pallone, and the Distinguished Members of the Committee for 
giving me the opportunity to speak today about how we can address the crucial policy challenge 
of making Medicare work better for beneficiaries and ensuring that it provides the vital 
protections they need for generations to come. This testimony is derived in large part from 
recent academic work with my colleague Helen Levy that appeared in the New England Journal 
of Medicine. I summarize that work here. 

Medicare is an insurance program. The reason we have health insurance at all is not because 
health care is expensive, but rather because there is great uncertainty about who will need very 
expensive and potentially life-saving care and when they will need it. Medicare should give 
beneficiaries not just access to medical care, but also protection from the risk of catastrophic 
spending. At the same time, Medicare - like any good insurance - should not cover so much care 
so generously that beneficiaries end up consuming too much care of questionable value and 
driving up costs for everyone. This means that beneficiary cost-sharing in Medicare is a 
balancing act: too little cost-sharing means patients have no incentive to spend Medicare dollars 
wisely; too much cost-sharing means Medicare fails to perform its insurance function. 

How well does Medicare do at this balancing act? Not very. Medicare by itself offers only 
limited protection against economic ruin. The basic benefit lacks a cap on out-of-pocket 
spending, so that beneficiaries are exposed to the risk of open-ended cost-sharing. Moreover, the 
odds of facing a catastrophic expense mount over time. Almost half of beneficiaries are 
hospitalized at least once in a four year window.l Without supplemental insurance, 14.5% of 
beneficiaries would have faced out-of-pocket expenses of more than $2,500 in 2009, and more 
than half of beneficiaries would have had at least one year between 2000-2009 where they faced 
$2,500 or more in out-of-pocket expenses (see Exhibit). 15% would have had at least one year 
between 2000-2009 where they faced more than $5,000 in out-of-pocket expenses - or more than 
a third of the average annual Social Security income for a retired worker. And these figures are 
for hospital, outpatient facility, and physician care only - beneficiaries face additional cost­
sharing liability for other categories of care such as prescription drugs, medical equipment, and 
skilled nursing facilities. 

Beneficiaries without any supplemental coverage thus do not have enough insurance and face too 
much risk. This risk is one reason that 90 percent of beneficiaries obtain some other insurance 
(retiree health benefits, MediGap, Medicare Advantage, or Medicaid).l But beneficiaries with 
generous supplemental coverage probably have too much insurance. "Too much insurance" may 
seem like a nonsensical concept, but there is ample evidence that lower copays result in more 
care, much of it of questionable benefit to health.2 Beyond the fact that many supplemental plans 
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are quite expensive for beneficiaries, they substantially raise Medicare program spending. l
-
s The 

system-wide effects are large, including changes in practice patterns and investment in 
infrastructure; the spread of insurance is estimated to be responsible for about half of the rise in 
per capita health spending between 1950 and 1990.6 Having little or no cost-sharing leads 
enrollees to consume low-value care and drives up the cost of Medicare for everyone. 

As a Medicare solvency crisis approaches slowly but inexorably, pressure to restructure the 
program in order to reduce spending will only increase. Proposed reforms are typically evaluated 
on how they impact the bottom line: the HI Trust Fund exhaustion date or the share of GDP 
devoted to Medicare. They are also evaluated on whether their burden is borne, on average, by 
providers or by beneficiaries. These metrics are not enough. Reforms must also be evaluated on 
how they affect the risk of potentially high expenditures to which beneficiaries are exposed -
striking a better balance between financial protection on the one hand and preserving incentives 
to consume care wisely on the other. 

Technological innovation raises the stakes. Many new technologies are crucial for extending life 
and improving well-being, but also add even greater uncertainty about health spending both for 
individuals and for the health care system overall. Mounting budgetary pressures highlight the 
fiscal unsustainability and economic costs of the current financing and benefit structure.7

-
IO 

These costs rise as Medicare covers an increasing array of treatments that may not be what most 
enrollees would choose if they were spending their own money. 

Nonpartisan and bipartisan groups have advanced proposals that would address the imbalance in 
risk facing beneficiaries in the current Medicare program. Although these groups do not propose 
exactly the same fixes, some of the basic ideas are the same: frrst, put a cap on the out-of-pocket 
spending beneficiaries are responsible for - just like most private plans already do - so that 
beneficiaries without any other coverage are protected from catastrophic costs. Second, restrict 
"frrst-dollar coverage" (coverage with no beneficiary cost-sharing) in Medicare supplemental 
insurance, either by banning it or by imposing a surcharge on plans that provide it. This 
surcharge would reflect the additional cost to the Medicare program imposed by the extra use of 
(low-value) care by beneficiaries who face no cost-sharing because of the supplemental plan -
since the private premiums charged for those plans do not reflect that additional public cost. 

There are of course many challenges in implementing such proposals. Crude cost-sharing that 
ignores the differences in health benefits produced by different types of care could reduce use of 
highly effective care as much as it reduces use of low-value care, especially for low-income 
populations. I I A more sophisticated value-based approach would be to keep cost sharing lowest 
for services that are most effective at improving health. 12

,13 The value of care delivered would 
also be improved by promoting coordination across silos - both in insurance and in care delivery. 
Evidence suggests that insurance features that drive use of one type of care (such as physician 
visits or medications) may have spillover effects on other kinds of care (such as hospitalizations 
or emergency department visits) that insurers as well as providers should have incentives to take 
into account. 14

-
16 

Striking a better balance between spreading risk and promoting efficiency would make Medicare 
a better insurance program. Improving the efficiency with which care is delivered to Medicare 

Baicker 2 
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beneficiaries also has the potential to improve system-level delivery. The Medicare Advantage 
program was introduced in that hope that private competition and managed care would result in 
more efficient care at a lower cost than conventional fee-for-service health insurance. 17 

Accountable Care Organizations also aim to improve the value of care delivered through 
improved coordination. Because the same health care providers generally serve patients with 
different insurance coverage, changes in care induced by these programs may "spill over" to care 
delivered to other Medicare emollees and, indeed, to all patients. Research suggests that these 
spillovers may be substantial.18

-
22 

Medicare was always intended not just to increase access to care but to protect the elderly from 
financial ruin. As President Johnson said when signing Medicare into law in 1965, "No longer 
will illness crush and destroy the savings that [older Americans l have so carefully put away over 
a lifetime so that they might enjoy dignity in their later years.,,2 Indeed, the introduction of 
Medicare reduced out-of-pocket spending among the top quartile of spenders by 40%.24 Will 
Medicare continue to fulfill this promise in decades to come? President Reagan highlighted the 
need for the reform of Medicare's benefit: "All of us have family, friends, or neighbors who have 
suffered devastating illnesses that threatened their financial security. For too long older 
Americans, in particular, have faced the possibility of sicknesses that might not only wipe out 
their own savings but those of their families.,,25 Medicare reforms that strike a balance between 
financial protection and financial incentives will help ensure that the program will be solvent for 
future generations without undermining the fundamental insurance value of this public insurance 
program. 

Baicker 3 
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EXHIBIT 

Medicare Beneficiaries' Annual Cost-Sharing Liability 
for Hospital, Outpatient, and Physician Use 

Year Any Year Any Year Any Year 
2009 in 2007-9 in 2005-9 in 2000-9 

Share with Cost-Sharing 
Liability (Percent): 

Over $1,000 35.6 60.0 72.6 87.2 
Over $2,500 14.5 27.9 37.4 53.2 
Over $5,000 4.0 7.5 10.1 15.! 
Over $10,000 0.9 1.6 2.0 2.4 

Average Expenditures ($) 
Medicare 8587 8288 8226 7857 
Beneficiary Cost-Sharing 1279 1254 1252 1232 

Source: Baicker and Levy, New England Journal of Medicine. 26 

Notes: Data from Medicare Claims files for inpatient, outpatient, and carrier (physician) use, 
expressed in 2009 dollars. The entries show the share of beneficiaries facing cost-sharing 
liability above the threshold for each row in any single year within the window for each column. 
For example, while 4.0% of beneficiaries had cost-sharing liability above $5,000 in 2009, 10.1 % 
had annual cost sharing liability above $5,000 in at least one year between 2005 and 2009. These 
figures exclude other categories of care (such as durable medical equipment) covered by 
Medicare for which beneficiaries may also incur cost-sharing liability. MedP AC estimates for 
2009 that include the cost-sharing liability from all categories covered by Parts A and B (but not 
prescription drugs) suggest that 6.0% of beneficiaries would face cost-sharing liability of above 
$5,000, for example. l This cost-sharing liability may be paid out-of-pocket or by a third party 
(such as a Medigap plan). 

Baicker 4 
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Mr. PITTS. The chair thanks the gentlelady. 
Dr. Neuman, you are recognized for 5 minutes for an opening 

statement. 

STATEMENT OF PATRICIA NEUMAN 

Ms. NEUMAN. Thank you, Chairman Pitts and Ranking Member 
Pallone and distinguished subcommittee members. I appreciate the 
opportunity to be here with you this morning to talk about restruc-
turing the Medicare benefit design. 

Medicare provides highly valued health insurance for more than 
50 million elderly and disabled Americans, many of whom have sig-
nificant medical needs and modest incomes. Four in 10 have three 
chronic conditions, one in four has a mental or cognitive impair-
ment such as Alzheimer’s disease, and half live on an income of 
less than $23,000. Medicare, as we have heard, has a very complex 
benefit design with multiple deductibles, variable coinsurance per 
service, and no limit on out-of-pocket spending. 

To ease concerns about unpredictable and unaffordable medical 
bills, most have some form of supplemental insurance. Nonetheless, 
elderly and disabled people in Medicare tend to have relatively 
high out-of-pocket health care expenses. Health expenses including 
premiums consume three times the share of Medicare household 
budgets as it does for non-Medicare household budgets, 15 percent 
versus 5 percent. Half of all Medicare beneficiaries with incomes 
below $20,000 spend at least 20 percent of their income on health- 
related expenses. 

The idea of simplifying Medicare benefits and strengthening pro-
tections for seniors with catastrophic expenses has been one that 
has been under discussion for years, for decades, and has emerged 
more recently in the context of deficit reduction discussions. Modi-
fications to the Medicare benefit structure could be designed to 
achieve any number of goals. Reforms could be designed to gen-
erate Medicare savings, to streamline benefits, to add catastrophic 
protections, to maintain the overall value of the Medicare benefit 
package while making improvements. They could also be designed 
to add greatly predictability for beneficiaries, to make Medicare 
more affordable for people with limited incomes, to reduce the need 
for supplemental coverage, and to nudge beneficiaries toward high- 
value services. But achieving all of these important goals at the 
same time is a very high bar. 

To understand the potential implications of such proposals for 
beneficiaries and program spending, the Kaiser Family Foundation 
with Actuarial Research Corporation examined an approach speci-
fied by the Congressional Budget Office in 2011 that included a 
combined Part A and B deductible at $550, uniform coinsurance at 
20 percent, and a new $5,500 cost-sharing limit. This was not a 
Kaiser Family Foundation proposal; it was the CBO budget option 
that we analyzed. This option, if fully implemented in 2013, would 
be expected to reduce out-of-pocket spending for a small share of 
the Medicare population, generally those who are quite sick, but 71 
percent would be expected to face higher costs than they would 
under the current benefit design in this year. Seniors in relatively 
good health without an inpatient stay would see their deductible 
more than triple from $147 under current law to $550 if it were 
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the combined deductible. Yet 5 percent of beneficiaries would be ex-
pected to have lower costs than they would. Again, these are sick 
beneficiaries, people who have inpatient stays, post-acute care, the 
people who would greatly benefit from a limit on out-of-pocket 
spending, and over a longer term, a larger share of the Medicare 
population would benefit from a limit on out-of-pocket spending. 
MedPAC and the Kaiser Family Foundation recently released an 
analysis that shows 32 percent of beneficiaries in traditional Medi-
care would have cost-sharing liabilities that reach or exceed $5,000 
over a 10-year period. 

Benefit redesign proposals can be modified to achieve different 
objectives, resulting in tradeoffs for beneficiaries for program 
spending and for other payers. Lowering the cost-sharing limit, for 
example, from, say, $5,500 to $4,000 would help a larger share of 
the Medicare population but also reduce the Medicare savings. The 
reverse would also be true. Raising cost sharing for specific services 
such as home health care would increase Medicare savings but also 
shift costs onto seniors and increase the risk that at least some 
would go without necessary care. 

Strengthening financial protections for low-income beneficiaries 
would make the redesign more affordable for seniors with modest 
incomes but could also erode the Medicare savings unless costs are 
offset in some fashion. An example of a benefit design that does in-
troduce low-income protections was included in the bipartisan Pol-
icy Center initiative that was released earlier this year. 

Some of the recent benefit design proposals also recommend re-
strictions or penalties for supplemental coverage, Medigap or em-
ployer-sponsored retiree health plans. Adding restrictions to first- 
dollar Medigap would greatly increase Medicare savings according 
to CBO, possibly because Medigap enrollees would use fewer serv-
ices when confronted with higher cost sharing. A premium sur-
charge would increase savings by raising revenues from seniors 
who choose to pay the fee in their Medigap or retiree plans but also 
by reducing utilization among those who respond to the new fee by 
dropping their coverage, and presumably that would be more likely 
to be people with more modest incomes. 

In sum, restructuring Medicare benefit design presents a really 
important opportunity to addressing longstanding concerns. How-
ever, simultaneously achieving the multiple goals of various benefit 
design proposals is a challenge. Protections for middle- and low-in-
come seniors could be incorporated into a benefit design proposal 
but may come at a cost and could be compromised if savings are 
a high priority. 

I thank you, Mr. Chairman, and I look forward to your questions. 
[The prepared statement of Ms. Neuman follows:] 
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• Medicare is a popular program that serves beneficiaries with significant needs and modest 
incomes. Roughly one in four is in fair or poor health and about the same share has a cognitive or 
mental impairment, such as Alzheimer's disease. Halflive on incomes below $23,000. 

• Traditional Medicare has a complex benefit design, with relatively high cost sharing, and no out­
of-pocket spending limit. Most beneficiaries in traditional Medicare have supplemental insurance 
to ease concerns about unpredictable health expenses. 

• Even with Medicare and supplemental coverage, beneficiaries have high out-of-pocket costs, 
spending three times as much of their household budgets on health expenses as do non-Medicare 
households. Among beneficiaries with incomes below $20,000, half spend at least one-fifth of 
their income on health care and premiums. 

• Proposals to restructure the benefit design have the potential to provide needed catastrophic 
protection, streamline benefits, coax beneficiaries toward higher-value services, strengthen 
financial protections for low-income beneficiaries, maintain the average value of benefits, and 
produce Medicare savings. But, achieving all of these goals simultaneously is a challenge. 

• The CBO option analyzed by the Kaiser Family Foundation in 2011 (a unified $550 deductible, a 
uniform 20% coinsurance, and a $5,500 spending limit) would provide substantial help to a small 
number of traditional Medicare beneficiaries with high expenses in a given year if fully 
implemented in 2013. But it would increase costs for most (71 %), including beneficiaries without 
an inpatient stay whose deductible would more than triple from $147 to $550. 

• If measured over multiple years, a larger share of beneficiaries would reach a limit on out-of­
pocket spending. One-third of traditional Medicare beneficiaries would be expected to have cost­
sharing liabilities that reach $5,000 one or more times over a 10-year period, according to recent 
analysis released by MedPAC and the Kaiser Family Foundation. 

• In addition to benefit redeSign, some proposals would restrict or impose a premium surcharge on 
supplemental coverage. Adding Medigap restrictions to the benefit redesign would greatly 
increase Medicare savings. according to CBO, perhaps because Medigap enrollees would be 
expected to use fewer services when confronted with higher cost-sharing. A premium surcharge 
would also increase savings by raising revenues from beneficiaries who choose to pay the 
surcharge, and by reducing utilization among those who respond to the new fee by dropping their 
supplemental coverage. 

• Benefit redesign proposals could be ~ and have been - modified to achieve different outcomes. 
These policy decisions involve tradeoffs for beneficiaries, program spending, and other payers. 
For example, reducing the out-of-pocket limit would help more people, but reduce Medicare 
savings. Reducing lowering-sharing obligations for lower-income seniors, perhaps modeled on 
Part D, could help make benefit redesign more affordable for that group, but may erode savings, 
unless offsets are found elsewhere. Raising cost sharing for specific services could increase 
savings, but increase costs for beneficiaries, and risk some foregoing needed care. 

• Achieving the multiple goals of benefit redesign proposals presents an opportunity to address 
long-standing concerns. However, protections for seniors can come with a cost and could be 
compromised if savings are a priority. 
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Chairman Pitts, Ranking Member Pallone, and distinguished members of the Subcommittee on 

Health, I am Tricia Neuman, a Senior Vice President at the Kaiser Family Foundation and Director 

of the Foundation's Program on Medicare Policy. The Kaiser Family Foundation is an 

independent, non-profit private operating foundation that is focused on health policy analysis, 

communications and journalism. 

Thank you for the opportunity to testify on the topic of Medicare's benefit design, and the 

implications of possible changes for beneficiaries, other stakeholders, and program spending. The 

idea of simplifying Medicare's benefit design has been under discussion since the 1970s. A 

restructured benefit design could simplify and add predictability to Medicare cost sharing, protect 

beneficiaries against catastrophic expenses, reduce the need for supplemental insurance, 

encourage the use of high-value services, and strengthen financial protections for beneficiaries 

with low-incomes - an important feature of recent proposals given the substantial financial 

burden many on Medicare currently face. Achieving these multiple goals of benefit redesign 

proposals, without increasing the financial burden of care for seniors, presents both an 

opportunity and a challenge, especially if the overall objective is to achieve Medicare savings. 

Background 

Medicare provides health insurance coverage 

for nearly one in six Americans, including 43 

million seniors and 9 million younger adults 

with permanent disabilities. Many Medicare 

beneficiaries have significant medical needs 

and modest incomes (Exhibit 1). Four in ten 

beneficiaries live with three or more chronic 

conditions. About one in four beneficiaries is 

.... , 
Many Medicare beneficiaries have significant health needs and 
low incomes 

PercentojtotalMediCOrflpopubliDfl' 

Annu\lllr>tome ........... . lesstnan$22,SOO ,. 50% 

in fair or poor health and about the same share has a cognitive or mental impairment, such as 

Alzheimer's disease. More than half live on incomes of $22,500 or less. 

5 
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Medicare, at 16 percent of the federal budget, 

has been and continues to be a part of 

discussions to reduce government spending. 

Over the long term, the country faces very real 

challenges, with the retirement of the baby 

boom generation and rising health care costs 

(that will affect all payers). In the nearer term, 

Medicare spending is projected to grow at a 

Historical and Projected Average Annual Growth Rate 
in Medicare Spending Per Capita and Other Measures 

! Aetua!{ZOOO-20ll} I I Projected (2012-2021) I 

5.0% 11-;;: 
substantially lower rate than it did in the past decade, at about the same rate as the economy, and 

at a slower rate than private insurance on a per person basis (Exhibit 2). 

A wide range of proposals have been put forward to further slow the growth in Medicare spending 

that could potentially affect providers, plans, and beneficiaries, induding options to simplify and 

restructure Medicare's current benefit design.1 

Benefits, Supplemental Coverage, and Out-of-Pocket Spending 

Medicare today has a relatively complicated 

benefit structure, with Part A (primarily for 

inpatient hospital and post-acute care), Part B 

(for physician and other outpatient services) 

and now Part D (prescription drug coverage). 

Parts A, Band D each have their own 

deductibles ($1,184 for Part A; $147 for Part 

B; and $325 for the standard Part D benefit) 

Traditional Medicare has a fairly complicated benefit design 
and no limit on out~of~pocket spending 

-, 
$1,l~~&l!In.~ 

':-:>' '~ :, ~~~~~~l'~, ," 

~1'It~, 
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}148/day~l\I'<l¥2HOO; , 
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and varying levels of coinsurance or copayments, depending on the service (Exhibit 3). Unlike 

typical large employer plans, Medicare has no limit on out-of-pocket spending for inpatient and 

outpatient services covered under Parts A and B. Even with the addition of the drug benefit, 

Medicare remains less generous than the typical large employer preferred provider organization 
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(PPO) plan and the Blue Cross/Blue Shield 

Standard Option offered through the Federal 

Employees Health Benefits Program (also a 

PPO plan) (Exhibit 4).2 

To help cover some or all of Medicare's cost-

sharing requirements, and ease concerns 

about unpredictable medical bills, most 

beneficiaries in traditional Medicare have 

..... 
Benefit Value and Share afTotal Costs Paid by Plan and Individuals 
under Medicare and Employer Plans for Individuals Age 65+, 2011 

Medica'& FEH3PSt!Y!dard T}picall.a"ge 
Q:>tion BnpIO;,e' PFOPim 

• Costs Paid by 
Individua!s 

a Costs Paid by 

~'" 

supplemental coverage (Exhibit 5). Employer-sponsored plans (mainly for retirees) remain the 

primary source of supplemental coverage, providing additional coverage to 41 percent of _. 
Most beneficiaries in traditional Medicare have some form of 
supplemental coveragei others are In Medicare Advantage 

liltalNumberofBeneficlaries,2009: 
47.2M1IUon 

Other 
PubllqPrivllte 

'" 
BeneficiarieswlthTradtiooaIMecllcall!,2009: 

3SAMiliion 

beneficiaries in traditional Medicare in 2009. 

Another 21 percent of beneficiaries in 

traditional Medicare are covered by 

supplemental insurance policies, known as 

Medigap. Medicaid plays a key role for 

beneficiaries with low incomes and limited 

savings - providing wrap around coverage for 

21 percent of beneficiaries in traditional 

Medicare. Another 17 percent of all beneficiaries in the traditional Medicare program (12 

percent of the total Medicare population) have no source of supplemental coverage. This includes 

a disproportionate share of beneficiaries with modest incomes, in fair or poor health, and younger 

beneficiaries with permanent disabilities.3 These beneficiaries would be fully exposed to higher 

deductibles and coinsurance requirements under many of the leading benefit redesign proposals. 

A growing number of Medicare beneficiaries, now 27 percent, are covered by Medicare Advantage 

plans, rather than traditional Medicare. Medicare Advantage plans provide at least the same set of 

benefits as traditional Medicare, but do not typically have deductibles for services covered under 

7 
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Parts A and B and now include limits on 

enrollees' out-of-pocket spending (not to 

exceed $6,700 in 2013). Nearly half of all 

Medicare Advantage enrollees are in plans 

with limits at or below $3,400.4 

Out-oJ-Pocket Spending 

But even with Medicare, and supplemental 

insurance, beneficiaries tend to have relatively 

_. 
Median Out-of·Pocket Health Care Spending As a Percent of 
Income, by Medicare Beneficiary Income, 2009 

Medicare Beneficiary Income 

high out-of-pocket health costs. In 2009, half of all Medicare beneficiaries spent 15 percent or 

more of their income on health-related 
~~, 

Medicare households spend three times as much of their 
household budgets on health care as do non·Medicare households 

AverageHouseholdSpending= 
$30,818 

AverageHouseltoldSpending'" 
$49,641 

expenses - including premiums, cost sharing 

for Medicare-covered services, and services 

not covered by Medicare. Among those with 

incomes below $20,000, the burden was even 

higher (Exhibit 6). Overall, Medicare 

households spend three times as much of their 

household budgets on health care as do non-

Medicare households (Exhibit 7). 

Proposals to Restructure the Medicare Benefit Design 

A number ofpolicymakers and other experts have proposed to simplify the Medicare benefit 

design, generally but not exclusively in the context of broader efforts to reduce Medicare and/or 

federal spending. Typically, these proposals focus on Medicare Parts A and B, but not Part D. 

Benefit redesign proposals can be, and have been, structured to strengthen or weaken the 

coverage provided to beneficiaries under traditional Medicare (or maintain the overall value of 

the benefit). They can also be designed to increase or decrease federal spending depending on the 
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benefit parameters, such as the level of the unified deductible and out-of-pocket spending limit, 

and the extent to which they incorporate financial protections for beneficiaries with low incomes. 

In 2010, for example, the National Commission on Fiscal Responsibility and Reform proposed a 

restructured benefit design as part of a broader effort to reduce the national debt. The proposal 

would create a combined Part A and B deductible of $550; a single 20 percent coinsurance rate for 

all Medicare-covered services; a five percent coinsurance rate for costs between $5,550 and 

$7,500; and an annual out-of-pocket maximum of$7,500.5 The Congressional Budget Office (CBO) 

evaluated a similar option, and estimated federal savings of$32 billion from 2012 to 2021.6 

Some of the more recent proposals to restructure Medicare benefits are designed with the goal of 

maintaining aggregate cost-sharing requirements for beneficiaries. The Medicare Payment 

Advisory Commission (MedPAC) adopted this approach in their 2012 recommendation to add an 

out-of-pocket spending limit to traditional Medicare, replace current coinsurance rates with 

copayments to simplify payments for beneficiaries, and grant the Secretary of Health and Human 

Services the authority to make value-based changes to Medicare's benefit design.? In 2013, the 

Bipartisan Policy Center Health Care Cost Containment Initiative (led by Alice Rivlin and former 

Senators Pete Domenici, Tom Daschle, and Bill Frist), proposed a benefit redesign as part of a 

broader set of recommendations to reduce health costs, that would also maintain aggregate 

beneficiary cost-sharing liabilities. In 2013, Erskine Bowles and Alan Simpson - who co-chaired 

of the 2010 National Commission on Fiscal Responsibility and Reform - made a similar 

recommendation that benefit redesign not affect average out-of-pocket costs (including 

premiums). 

Some of the recent proposals would also strengthen financial protections for low-income 

Medicare beneficiaries. For example, the 2013 proposal from Erskine Bowles and Alan Simpson 

included an income-related out-of-pocket spending limit and a lower deductible for low-income 

beneficiaries - features that were not included in the recommendations issued by the Fiscal 

Commission in 2010. The 2013 Bipartisan Policy Proposal also proposed to strengthen 

9 
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protections for low-income beneficiaries, by providing new federal assistance with Medicare's 

cost sharing to beneficiaries with incomes between 100 percent and 150 percent of the federal 

poverty level (with no asset test). 

What are the Implications of a Restructured Benefit Design for Beneficiaries? 

In November 2011, the Kaiser Family Foundation released a report that analyzed the 

distributional and cost implications of replacing Medicare's current benefit design with a unified 

deductible for Parts A and B of $550; a 20 percent coinsurance for most Medicare-covered 

services; and a $5,500 annual limit on out-of-pocket spending (the CBO Budget Option, which is 

similar to the 2010 Fiscal Commission recommendation).8.9 The analysis, conducted with 

researchers at Actuarial Research Corporation, assumes that the proposal was fully implemented 

in 2013. Variations on this basic option would produce different results for beneficiaries, other 

stakeholders, and Medicare expenditures. 

Restructuring Medicare's cost-sharing requirements in such a fashion would be expected to raise 

costs for the majority of Medicare beneficiaries while reducing spending for some of the sickest. 

The effects for any given individual would depend on the particular mix of Medicare-covered 

services they need and their supplemental coverage. 

• Five percent of beneficiaries in the 

traditional program (about 2 million) 

would be expected to see savings as a 

result of the changes, averaging $1,570 

in 2013 (Exhibit 8).10 

...... 
A small share of Medicare beneficiaries pay less with a restructured 
benefit design; most would face higher costs 

10 



25 

VerDate Nov 24 2008 14:47 Jan 28, 2014 Jkt 037690 PO 00000 Frm 00031 Fmt 6633 Sfmt 6633 F:\MY DOCS\HEARINGS 113\113-59 CHRIS 85
44

9.
01

5

0 Beneficiaries using inpatient _. 
Most beneficiaries in relatively poor health could see spending 

hospital and post-acute care, for 
reductions, but they are a small share of the Medicare population 

Physitianbutllo HospitllHzatlOll 

example, would be more likely to be 
m5pending 

increase 

helped by the alternative benefit 
eNo/nomlna! 

change 

design because they are more likely 
• Spending 

reduction 

to incur costs that exceed the limit 

on out-of-pocket spending (Exhibit 
30 mUllonbeneficlaries. 2mllHonbenefidarfes 

9). In any given year, this group SOI.lIla, ~"",",",I __ CorpotMlm."'ly"'''''tlloK2I .. 'f_y_'I<>I\,2011 III 
would represent a small share of the total Medicare population. 

o Over a longer term, a larger percentage of beneficiaries would reach the out-of-pocket 

limit. MedPAC and the Kaiser Family Foundation recently contracted witb the 

Actuarial Research Corporation to look at the share of Medicare beneficiaries expected 

to have cost-sharing liabilities above 

$5,000 one or more times over a 

ten-year period. While only 6 to 7 

percent of traditional Medicare 

beneficiaries would have cost-

sharing liabilities that reach $5,000 

in one year, 32 percent would reach 

tbis amount at least once over a 10-

year period (Exhibit 10).11 

..... " 
A small share would reach a $5,000 spending limit In any given year, 
but a larger share would reach the limit over a longer period of time 

8UBbilItlu abQ1/e limit one or more times mTrOOp ilbO\le limit one Of more tllTle$ 

"" 

i.LlllLllll 
o Not all beneficiaries with intensive service use would see a reduction in spending. 

Beneficiaries with expenses that do not exceed the out-of-pocket limit could end up 

paying substantially more for their Medicare-covered services due to tbe new 20 

percent coinsurance for home health services and for relatively short inpatient hospital 

and skilled nursing facility stays (even with a lower Part A deductible). 

11 
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• Overall, 71 percent of beneficiaries in the traditional program (about 29 million 

beneficiaries) would be expected to see at least some increase in their out-of-pocket 

costs under the revamped system in a given year. 

o For example, beneficiaries in relatively good health, who tend to have a few physician 

visits in a year but no inpatient care would be expected to have higher out-of-pocket 

costs, principally because they would face a unified deductible ($550) that is more than 

three times more than their current law deductible ($147 for Part Bin 2013). 

o Five million beneficiaries would be expected to face an increase of $250 or more in their 

out-of-pocket costs, averaging $660 in 2013; more than one third of these beneficiaries 

have incomes between 100 and 200 percent of the federal poverty level, a group that is 

not generally eligible for cost-sharing assistance under Medicaid. 

These changes to the benefit design would reduce Medicare spending by an estimated $4.2 billion 

in 2013, according to our analysis, but aggregate spending among Medicare beneficiaries would 

rise by $2.3 billion. The proposal would also be expected to result in higher costs for employers 

($0.6 billion), TRICARE ($0.2 billion) and other payers ($0.4 billion). Medicaid spending (federal 

and state combined) would decrease modestly by $0.1 billion in 2013, mainly due to the limit on 

out-of-pocket spending. Taken together, the changes would result in a net reduction in total health 

care spending of less than $1 billion in 2013. 

Alternative Ways to Restructure the Benefit Design 

Proposals to restructure the Medicare benefit design could be, and have been, modified in a 

number of ways to achieve different policy objectives. Such modifications include the following: 

• Raise or lower the out-of-pocket spending limit. Proposals vary in the level at which the 

out-of-pocket limit for traditional Medicare is set. A lower limit would help more beneficiaries 

but erode Medicare savings, while the opposite is true for a higher limit. For example, if the 

CBO option were modified to include a lower $4,000 spending limit, 30 percent of traditional 

12 



27 

VerDate Nov 24 2008 14:47 Jan 28, 2014 Jkt 037690 PO 00000 Frm 00033 Fmt 6633 Sfmt 6633 F:\MY DOCS\HEARINGS 113\113-59 CHRIS 85
44

9.
01

7

beneficiaries would be expected to see a spending reduction compared to 5 percent under the 

$5,500 limit, but the benefit design would increase federal spending by $5.1 billion compared 

to savings of$4.1 billion under the $5,500 ..... " 
Share of beneficiaries expected to see a decrease in out.o()f~ 

limit. With a $7,500 spending limit, 39 pocket spending varies by the level of the out--of-pocket limit 

percent of beneficiaries in traditional 

Medicare would be expected to see costs 

increase by at least $250, compared to 12 

percent under the $5,500 limit, although 

this option would also lead to much higher 

federal savings of$13.2 billion in 2013 

(Exhibit 11). 

Change In 
federalspendlng 

5% - .. Out-of·pod<etlimit 
of$S,sOO 

-$4.1b1mon 

3% 

Out-of-pocket limit 

of $7,500 

-$l3.2b1lflon 

Out-of-pocket limit 
of $4,000 

+$5.1b1IDon 

• Apply the "true out-of-pocket" (TrOOP) concept to the annual spending limit. If the 

TrOOP concept were applied, as it is under Part D, cost-sharing payments made by 

II 

supplemental insurers on behalf of an enrollee would not count towards the beneficiary's 

spending limit. As a result, fewer beneficiaries would reach the spending limit in a given year. 

For example, MedPAC and the Kaiser Family Foundation contracted with the Actuarial 

Research Corporation and found that only three percent of beneficiaries would reach a TrOOP 

spending limit of $5,000 at least once over a 10-year period - compared to 32 percent if all 

Medicare cost-sharing liabilities were taken into account - assuming no change in 

supplemental coverage (Exhibit 10).12 Of course, beneficiaries may decide not to purchase 

supplemental coverage if a TrOOP concept were applied given the lower probability of 

reaching the TrOOP spending limit with such insurance. Applying TrOOP to the spending limit 

would be expected to increase Medicare savings, in part because fewer beneficiaries would 

reach the spending limit, but it would also reduce the value of the new Medicare spending limit 

for beneficiaries. 

13 
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• Raise or lower the AlB deductible or exempt physician visits from the deductible. 

Proposals also vary in the level of the deductible, entailing another tradeoff between Medicare 

savings and beneficiaries' cost-sharing obligations. A higher deductible would increase 

savings and shift costs onto beneficiaries, while a lower deductible would decrease savings but 

also reduce the share of beneficiaries spending more under a restructured benefit design. 

Similarly, exempting certain services from the deductible, such as physician visits, would 

minimize cost increases for relatively healthy beneficiaries, and address the concern that a 

higher AlB deductible would discourage seniors from seeking care from a physician, when 

needed. The 2013 proposal from the Bipartisan Policy Center included a $500 deductible, but 

excluded physician office visits from the deductible. 

• Replace coinsurance rates with copayments. Some proposals would include copayments 

(which are fixed amounts) rather than coinsurance (which varies based on the amount of the 

medical expense) in order to make the cost-sharing requirements easier for beneficiaries to 

understand. Copayments can also reduce the financial burden on beneficiaries, and can be 

structured to encourage "higher value" care or care provided in lower-cost settings. This 

approach was included in the 2012 MedPAC recommendation and in the 2013 Bipartisan 

Policy Center proposal. 

• Provide additional protections for low-income beneficiaries. Benefit redesign proposals 

could also be designed to strengthen protections for low-income beneficiaries, both to address 

the well-documented financial burdens experienced by this population and to target resources 

where most needed. One approach for mitigating the effect on low-income beneficiaries would 

be to federalize cost-sharing assistance for individuals with incomes up to 150 percent of the 

federal poverty level, using the Part D Low-Income Subsidy (LIS) as a model. The Bipartisan 

Policy Center would federalize cost-sharing assistance for individuals with incomes between 

100 percent to 150 percent of poverty. Adding low-income protections, however could erode 

expected federal savings or even lead to an increase federal spending, unless these additional 

costs are offset by other savings or revenue provisions. 

14 
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An alternative approach woullj provide greater protections for lower-income beneficiaries 

(and less for higher-income beneficiaries) by establishing an income-related out-of-pocket 

spending limit or deductible. Instituting income-related cost-sharing requirements would 

necessitate a significant administrative effort on the part of Medicare and perhaps other 

payers, and could raise privacy concerns. 

• Apply the new benefit design prospectively. Rather than restructure the benefit design in 

the near future, the redesign could roll out sometime in the future, and apply only to new 

beneficiaries. This approach would prevent current beneficiaries from seeing any changes in 

out-of-pocket spending (increases or decreases), but may also reduce Medicare savings in the 

ten-year budget window. Further, if applied only to new enrollees, this approach would 

require Medicare to administer two benefit designs: today's design for current beneficiaries 

and the restructured benefit design for future beneficiaries. 

The Effects of Combining the Benefit Redesign with Restrictions on First Dollar Medigap 

Coverage 

In addition to restructuring Medicare's benefit design, several recent proposals attempt to achieve 

greater federal savings by prohibiting or discouraging beneficiaries from purchasing supplemental 

coverage generally or "first-dollar" coverage more specifically. In 2011, CBO estimated that 

restricting Medigap coverage of the first $550 of enrollees' cost-sharing requirements and limiting 

coverage to 50 percent of the next $4,950 (with the plan paying any cost sharing above that 

amount) would have saved $54 billion from 2012 to 2021 and that combining this policy with 

benefit redesign would have saved $93 billion over the same budget window. 

The 2010 National Commission on Fiscal Responsibility and Reform proposed a similar policy that 

would combine benefit redesign with restrictions on Medigap coverage (as well as TRICARE for 

Life, federal retiree, and private employer-provided retiree coverage).13 MedPAC also 

recommended a premium charge on supplemental coverage (including both Medigap and 

employer-sponsored plans) in conjunction with changes to the benefit design for traditional 

15 
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Medicare.14 In his FY2014 Budget, President Obama proposed to increase Part B premiums for 

new enrollees who purchase "near first-dollar" Medigap coverage beginning in 2017, although he 

did not propose to fundamentally restructure the Medicare benefit design. 15 

Prohibiting first-dollar Medigap coverage in conjunction with a restructured benefit package 

would also create winners and losers, according to the 2011 Kaiser Family Foundation analysis, 

under a policy where Medigap policies are prohibited from covering the first $550 in cost sharing 

and restricted from covering more than 50 percent of cost sharing above the deductible and up to 

the new spending limit, assuming full implementation in 2013.16,17 

• Half of all beneficiaries in traditional Medicare would be expected to see cost increases 

with Medigap restrictions and the AlB benefit redesign (less than the 71 % with 

expected cost increases under the benefit redesign alone) and nearly a quarter (24%) 

would be expected to see costs decline (versus 5% with the benefit redesign alone). 

This is a more favorable distribution than the benefit redesign alone because the Medigap 

restrictions are expected to reduce Medigap premiums (as plans would cover fewer expenses) 

and reduce Part B premiums because beneficiaries would be expected to use fewer Part B 

services when faced with higher cost-sharing requirements. 

• The combined benefit redesign and Medigap restrictions would nonetheless increase 

costs for an estimated six million Medicare beneficiaries by more than $250, with an 

average increase 0($780 in 2013. More than half of the beneficiaries in this group have 

incomes below 200 percent of the federal poverty level. Restricting Medigap coverage would 

require enrollees to pay a greater share of their medical expenses on their own, which would 

be especially burdensome for enrollees with large medical expenses. For many enrollees with 

one or more hospitalizations, for example, the increase in cost-sharing requirements would 

more than offset any reductions in Part B and supplemental premiums, 

16 
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An alternative approach - a premium surcharge or excise tax on supplemental plans - could raise 

program revenues and achieve savings by discouraging some beneficiaries from purchasing 

supplemental coverage. With a surcharge approach, beneficiaries with modest means may be 

more likely to drop supplemental coverage if they are unable to afford the additional fee. Those 

who drop coverage would be expected to use fewer services as a result. Higher-income 

beneficiaries might be more likely to keep their supplemental coverage, in which case their 

premiums would increase but their use of care would likely be unaffected. 

The primary justification for these proposals is the view that supplemental coverage, especially 

first-dollar coverage, drives up Medicare spending by insulating enrollees from the cost of the 

services they use. IS Numerous studies have demonstrated that increases in cost sharing result in 

decreases in utilization. However, the literature also confirms that people forego both necessary 

and unnecessary care, the former of which could lead to health complications and additional costs 

in the long run. Research also suggests that, while cost sharing may affect the decision of whether 

to seek care, it has a smaller impact on the intensity of care provided, and it may have a smaller 

impact on the use of certain services.19 

Conclusion 

Medicare today enjoys broad support among 

the public, and a large majority of seniors say 

the program is working well (Exhibit 12). 

Nonetheless, the current benefit design is 

relatively complicated and, unlike most 

employer plans, Medicare has no out-of­

pocket limit for inpatient and outpatient 

services. Given Medicare's relatively high 

cost-sharing requirements, the majority of 

The vast majority of seniors say Medicare is working well 

"",,', 

kflD,.,/Refused 

beneficiaries purchase some form of supplemental coverage. 
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Several benefit redesign proposals would provide real help to a small share of the Medicare 

population in a given year. while raising costs for many if not most beneficiaries - many of whom 

have modest incomes and devote a relatively large share of their incomes and household budgets 

towards health-related expenses. Some of the more recent proposals would provide additional 

protections for low-income beneficiaries - an important feature for minimizing the risk of shifting 

costs onto seniors living on fixed incomes. Finding an approach that will streamline benefits. coax 

beneficiaries toward high-value providers and services. provide greater protections to those with 

relatively high cost-sharing expenses and/or low incomes. all without shifting excessive costs onto 

seniors. is both an opportunity and a challenge. particularly in a deficit reduction context. 
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http://wwwmedpacgoy/documents/lun12 EntireReportpdf. 

19 Katherine Swartz, Cost-Sharing: Effects on Spending and Outcomes, December 2010, available at: 
http· / Iwww rwjt org/coutentlrwjflen {research-publications {fjnd-rwif-research 120 11 112/cost-sharing--efIectc;-oo­
sllendjml-and-outcomes html and Mathematica Policy Research, Price and Income Elasticity of the Demand for Health 
Insurance and Health Care Services: A Critical Review of the Literature, March 2006, available at 
http'/Iwww mathematica-mpr.cQrn/pubJicatioDs/pdfs/priceincQme pdf. 
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Mr. PITTS. The chair thanks the gentlelady and now recognizes 
the gentleman, Mr. Miller, 5 minutes for an opening statement. 

STATEMENT OF THOMAS MILLER 
Mr. MILLER. Thank you, Chairman Pitts, Ranking Member 

Pallone and members of the subcommittee for the opportunity to 
speak this morning on redesign of Medicare’s outdated benefit 
structure. 

Restructuring the splintered cost-sharing requirements of the 
traditional Medicare fee-for-service program, separate silos for Part 
A and B if not D, provides a potential policy reform tool that could 
achieve the twin goals of saving taxpayer dollars while improving 
the most essential risk protection benefits for elderly beneficiaries. 

By increasing Medicare enrollees’ cost consciousness regarding 
more disciplinary initial dollar health care choices, a coordinated 
set of changes in traditional Medicare’s deductible and coinsurance 
provisions could help reduce current and future levels of Medicare 
spending. Some of those savings from increased cost sharing at the 
front end of Medicare coverage then could be used to provide better 
stop-loss protection against larger catastrophic risks as well as to 
substantially limit if not eliminate the need and demand for sup-
plemental insurance that imposes excess costs on basic Medicare 
coverage. 

However, these fiscal and risk protection benefits must compete 
with and can complement other policy considerations. They include 
improved integration of health care delivery, realigned incentives 
to improve value-based health care, more effective competition be-
tween traditional Medicare and private Medicare Advantage plans, 
and continued protection of the most vulnerable low-income bene-
ficiaries, and this complex balancing act, hard enough in theory, 
must remain administratively feasible in practice. 

A number of cost-sharing reform proposals in recent years hit 
one or more of those target objectives to varying degrees. My writ-
ten testimony suggests some different ways to set clear policy pri-
orities, accommodate necessary exceptions, and still maneuver 
through the complexities of implementation and administration. 

To summarize, traditional Medicare remains a largely 
unmanaged fee-for-service program that needs to rely on increased 
but more coherent cost sharing as an important tool though not the 
only one to help control its excess costs. Hence, overcoming the po-
litical cross-pressures that resist any such changes must be worth 
the trouble by producing significant net budget savings rather than 
a budget-neutral rearrangement of the chairs on the spending deck. 

The highest priority should be to protect all seniors against 
health-related financial risks that they cannot bear on their own. 
That is not equivalent to hiding from them as many health care 
costs as possible through third-party payments. Such stop-loss pro-
tection, predominant in private insurance plans for decades, is long 
overdue for traditional Medicare, but in this case, it should be in-
come related rather than set as the same dollar amount for every 
beneficiary. This major risk approach to Medicare cost sharing 
should consider the alternative of relying more on a higher rate of 
coinsurance across a wider range of initial health spending and less 
on deductibles and lump-sum amounts. This would extend the cor-
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ridor of cost sensitivity and engage more Medicare beneficiaries in 
monitoring the real costs of their subsidized care yet temper the 
full impact of cost sharing in deciding whether to seek any care at 
all. Amounts of coinsurance-based cost sharing also reset automati-
cally as health care costs rise, and hopefully fall someday. 

The cleaner and less complicated way to deal with the distortions 
of supplemental insurance for traditional Medicare enrollees is to 
improve that program’s basic risk protection directly and then set 
regulatory boundaries on what either individual Medigap plans or 
employer-sponsored retiree plans can cover. We don’t need another 
new tax on those plans piled on top of the existing debris of dead- 
weight distortions throughout the tax code. Let us subsidize non- 
poor seniors less instead of taxing them more. 

Of course, the poorest seniors must continue to receive special 
protection against health care cost burdens. Supplemental Med-
icaid coverage for dual-eligibles would remain in place. More atten-
tion should be paid to restructuring current Medicare savings pro-
grams for other low-income seniors in a better integrated manger, 
and in some cases, supplementing them, particularly for those fac-
ing high cost conditions. Evidence-based preventive health benefits 
also should be exempted from expanded cost sharing. Efforts to im-
prove health information and navigational assistance for all bene-
ficiaries but particularly those with cognitive impairments need 
much more attention and budget support. 

The particular parameters for restructured cost sharing sug-
gested in my written testimony are merely suggestive starting 
points but they can help lead us to a reformed Medicare program 
that relies more on income-related cost-consciousness, enhances 
true insurance protection against catastrophic risks, and reduces 
the likelihood of rising premiums, steeper taxes and hidden benefit 
cuts. 

Thank you. I look forward to your questions. 
[The prepared statement of Mr. Miller follows:] 
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Summary Points 

• Slowing the future rate of Medicare spending to below its currently 

projected baseline level should be the primary reason for reforming 

the structure of cost sharing in the traditional Medicare program. 

• A major-risk approach to cost sharing, with higher coinsurance and 

annual stop-loss caps tied to income level, could provide the fairest 

and most effective avenue toward the best results. 

• Taxes on Medigap coverage just complicate the tax code more 

without much precision in retargeting Medicare spending incentives; 

instead, higher-income seniors should be subsidized less and low­

income seniors subsidized more. 

• Modernization of Medicare cost sharing could improve integration of 

health care delivery, realign incentives to improve value-based health 

care, protect beneficiaries against catastrophic health risks, and 

facilitate more effective competition between traditional Medicare and 

private Medicare Advantage plans 

• Changes in cost sharing must continue to protect vulnerable low­

income beneficiaries and remain administratively feasible. 
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Thank you Chainnan Pitts, Ranking member Pallone, and members of 

the Subcommittee on Health for the opportunity to testity today on 

redesigning Medicare's outdated benefit structure, particularly its provisions 

for cost sharing. 

I am testitying today as a health policy researcher and a resident 

fellow at the American Enterprise Institute (AEI). I also will draw upon 

previous experience as a senior health economist at the Joint Economic 

Committee, member of the National Advisory Council for the Agency for 

Healthcare Research and Quality, and health policy researcher at several 

other Washington-based research organizations. 

Finding economically feasible and politically tenable options for 

slowing the rate of spending growth in Medicare through restructured"cost 

sharing -- without harming the quality of care delivered or jeopardizing 

vulnerable beneficiaries -- has proven to be no easy task. A variety of 

government organizations, including the Congressional Budget Office and 

Medicare Payment Advisory Commission, and academic health policy 

researchers have put forth recent plans to improve the program, but they 

often diminish potential savings by playing it too safe. The best option for 

sustainable refonn that balances a number of competing policy 

considerations appears to be a major-risk approach toward restructuring 
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cost-sharing requirements for the traditional Medicare program. It involves a 

higher coinsurance rate and a stop-loss income-related cap on participants' 

annual cost-sharing liabilities. An additional key to subsidizing high-income 

seniors less is by restricting their use of supplemental insurance such as 

Medigap for early-dollar spending, rather than taxing the coverage itself. 

When health policy analysts join forces with budget-deficit hawks to 

search for remaining targets of belt-tightening in the Medicare program, they 

usually find that the policy reform shelves are relatively bare of politically 

"safe" options that can deliver early and significant cost savings. 

Most premium support proposals generally would delay their 

implementation for at least a decade, and they stop short of seriously 

threatening the longevity of the traditional Medicare fee-for-service (FFS) 

program. Although the Affordable Care Act (ACA) relies heavily on annual, 

across-the-board reimbursement cuts for health care providers, the 

sustainability of its budgetary formulas that would eventually drive some 

Medicare payments down to below-cost Medicaid levels remains dubious. 

Raising the eligibility age for Medicare benefits in the near term also seems 

ahead of its time. 

Repeatable and scalable results from a host offiscal-science-fair 

demonstration projects in the ACA are always somewhere over the budget 
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window's horizon. And the ability of pioneering accountable care 

organizations to breed in the regulatory captivity of Obamacare will require 

heroic assumptions about either asexual reproduction or politically assisted 

artificial insemination. 

However, restructuring the splintered cost-sharing requirements of the 

traditional Medicare FFS program's separate silos for parts A and B (ifnot 

part D)! provides another potential policy reform tool that could achieve the 

twin goals of saving taxpayer dollars while improving risk-protection 

benefits for elderly beneficiaries. By increasing Medicare enrollees' cost 

consciousness regarding more discretionary, first-dollar health care choices,2 

a coordinated set of changes in the traditional program's deductible and 

coinsurance provisions could help reduce current and future levels of 

Medicare spending. At least some of those savings from greater sharing of 

health care costs between Medicare insurance benefits and enrollee's out-of­

pocket payments at the front end could be used to provide better "stop-loss" 

protection against larger catastrophic risks. 

My testimony today is going to focus primarily on how policymakers 

might restructure traditional Medicare cost sharing to achieve these goals, 

and less on the lively debate that continues over whether they should do so. 

Regarding the latter issue, the arguments for cost sharing reform within the 
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traditional menu of benefits within Medicare FFS usually first point to the 

higher discretionary spending that its relatively low deductibles produce, 

particularly when augmented by additional layers of supplemental insurance 

coverage (such as individual Medigap insurance, employer-sponsored retiree 

coverage, and Medicaid). Past research studies differ in the magnitude of 

this effect, but they generally agree on its direction.3 Most recently, a 

MedPAC-sponsored study concluded that total Medicare spending was 33 

percent higher for beneficiaries with Medigap policies than for those with no 

supplemental coverage. For beneficiaries with employer-sponsored 

supplemental coverage, Medicare spending was 17 percent higher. 4 

Although such potential budgetary savings generally provide the 

strongest political rationale for Medicare cost-sharing reform, they must 

compete with and complement other policy considerations. Modernization of 

Medicare cost sharing could improve integration of health care delivery, 

realign incentives to improve value-based health care, protect beneficiaries 

against catastrophic health risks, and facilitate more effective competition 

between traditional Medicare and private Medicare Advantage plans. At the 

same time, changes in cost sharing must continue to protect vulnerable low­

income beneficiaries and remain administratively feasible. 
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Past Proposals to Restructure Medicare Cost Sharing 

Proposals for refonn of Medicare cost sharing are far from virgin 

territory in health policy circles. The historical legacy of Medicare's original 

division between hospital-based care and other outpatient care (with two 

separate trust funds and sources of fmancing) has produced substantial initial 

cost sharing for the first day of hospital care in the fonn of a high deductible 

($1,184 in 2013) in Part A, but a much lower deductible ($147 in 2013) for 

outpatient services spending in Part B. 

However, coinsurance cost sharing of 20 percent for each additional 

dollar of Part B outpatient care above that program's initial deductible 

amount is not capped, and it could potentially amount to even greater out-of­

pocket liabilities for beneficiaries. For example, 6 percent of Medicare fee­

for-service beneficiaries who enrolled in Part A and Part B for 12 months in 

2009 had a cost-sharing liability of$5,000 or more (assuming no additional 

insurance coverage, such as an individual Medigap plan, employer­

sponsored retiree coverage, or Medicaid supplemental benefits for low­

income retirees).5 Moreover, the probability of catastrophic health spending 

over time is higher than the probability within a single year would indicate.6 

Hence, a majority of the members of the National Bipartisan 

Commission on the Future of Medicare in 1999 recommended that the 
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separate deductibles for Part A and Part B be replaced with a single 

deductible of $400, which then would be indexed to growth in Medicare 

costs.7 

In March 2011, the Congressional Budget Office (CBO) analyzed the 

effects of replacing Medicare's mix of cost-sharing requirements with a 

single combined deductible of $550 (covering all Part A and Part B 

services), a uniform coinsurance rate of 20 percent for amounts above that 

deductible, and an annual cap of $5,500 on each enrollee's total cost-sharing 

liabilities. CBO estimated that if this option took effect on January 1,2013, 

with the various thresholds indexed to growth in per capita Medicare costs in 

later years, federal spending for Medicare would fall by about $32 billion 

over the 2012-21 period.8 

Limiting the Spillover Spending Effects of Supplemental Coverage 

If Medigap plans-private plans designed to supplement basic 

Medicare coverage and sold to individuals-were barred from paying the 

first $550 of an enrollee's cost-sharing liabilities for calendar year 2013 and 

could cover only half of other Medicare cost sharing (equivalent to changing 

Part B's 20-percent coinsurance rate to only 10 percent) up to the annual 

$5,500 cap on total cost sharing (and if the various thresholds were indexed 

to growth in per-capita Medicare costs for later years), CBO estimated that, 
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under this refonn option, projected federal outlays would be reduced by 

roughly $93 billion over the 2012-21 period.9 

MedPAC Leaves More Restructuring Discretion to HHS Secretary 

In June 2012, the Medicare Payment Advisory Commission 

(MedPAC) proposed a slightly different approach to refonn Medicare's 

benefit design. It recommended an annual deductible for Part A and Part B 

services equaling $500 (while leaving open whether it would be combined or 

separate for those categories). However, MedPAC suggested that 

copayments (fixed dollar amounts), rather than coinsurance (a percentage of 

costs), should apply for cost sharing above the deductible amount and until a 

total annual, out-of-pocket $5,000 maximum is reached. 1o It further 

complicated and diluted the effects of this restructuring by insisting that 

beneficiaries' cost-sharing liabilities in the aggregate should not increase in 

the redesign of the traditional Medicare fee-for-service program. MedPAC 

also proposed that copayment amounts may vary by type of service and 

provider, with the secretary of health and human services altering or 

eliminating cost sharing based on evidence of the value of particular 

services. 11 

MedPAC took a sizable leap offaith that the likely evidence base will 

be sufficiently robust for the secretary to tailor cost sharing in an accurate 
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and consistent manner. The Medicare advisory body then urged a different 

"tax" approach to discourage, or at least recoup, some of the added costs 

imposed on the basic Medicare program when supplemental Medigap 

coverage encourages greater spending. Instead of relying solely on barring 

Medigap insurers from paying any of the initial costs falling within the 

unified deductible and then limiting reductions in coinsurance liabilities 

above that amount to no more than half the standard 20-percent rate for Part 

B spending, MedPAC would allow beneficiaries the option to add costs to 

this (newly restructured) basic Medicare coverage through additional 

Medigap insurance. But they then would be charged for exercising this 

privilege with an extra 20-percent "excise tax" on the value of that 

supplemental coverage. 12 

The actual effects of this change in the treatment of supplemental 

Medicare coverage13 would vary depending on the degree to which 

beneficiaries choose to retain their additional coverage and pay the tax 

(producing new revenue to offset some of the higher Medicare spending), as 

opposed to dropping that coverage and creating more budget savings 

through lower Medicare spending. 
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Acfjusting Cost Sharingfor the Income Levels and Health Risks of 

Beneficiaries? 

Earlier this year, MIT economist Jonathan Gruber proposed a plan for 

restructuring cost sharing and supplemental insurance for Medicare, as part 

of the Brookings Institution's 15 Ways to Rethink the Federal Budget. He 

expressed concern with the affordability of revisions to cost sharing among 

seniors under some of the previous reform proposals, as well how proposed 

stringent regulation on supplemental Medicare plans would not allow the 

plans to "reflect diversity of elders' tastes for supplemental coverage.,,14 

Gruber proposed an alternative to previous CBO proposals, based 

instead on an "income-related" out-of-pocket maximum. Gruber divides 

those stop-loss limits into just four income categories and then sets their 

maximums as respective fractions (113, 1/2,2/3, and all) of the current-law 

health savings account stop-loss limit ($5,950) that also is used under the 

Affordable Care Act's rules for qualified insurance coverage. He also 

recommends reducing the unified deductible by half (to $250) for seniors 

below 200 percent of the federal poverty level. 15 

Gruber concedes that computing the amounts of such out-of-pocket 

protections will be administratively difficult and could raise privacy 

concerns if private insurers must know the incomes of individual Medicare 
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beneficiaries. The greater irony is that Gruber admits that his plan to protect 

low-income seniors by lowering their income-related, out-of-pocket 

maximums "by itself is unlikely to produce any budget savings.,,]6 

To retrieve those dollars for the federal Treasury. Gruber proposes a 

tax on supplemental Medicare coverage--even higher than the one 

envisioned by MedPAC-to offset the higher Medicare spending that 

supplemental coverage causes. Subject to political negotiations, he estimates 

that a tax rate of up to 45 percent on Medigap plan premiums and on the cost 

of employer-sponsored retiree coverage would be justified.]? Gruber 

concludes that the budgetary implications of this proposal are "difficult to 

infer."] 8 

In an earlier American Economic Review study in 2010 with coauthors 

Amitabh Chandra and Robin McKnight,]9 Gruber recommended that 

increased cost sharing should be tied to a patient's underlying health status 

(rather than just income), with chronically ill patients facing lower cost 

sharing. The authors found that higher copayments for office visits and 

prescription drugs reduced Medicare medical spending, with elasticities of 

demand similar to those reported in the RAND Health Insurance 

Experiment20 for the nonelderly. However, Chandra, McKnight, and Gruber 

also noted a significant offsetting rise in use of hospital care visits and 
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overall hospital-based spending (reducing net budget savings from higher 

copayments on other services by about 20 percent) because ofthe higher 

copayments for outpatient care and prescription drugs. Moreover, they found 

large offsets for the sickest Medicare populations with chronic diseases, 

suggesting that higher copayments for that cohort of beneficiaries produced 

little net budgetary savings for the Medicare program. 21 

Hence, Gruber and his coauthors concluded that because the "mirror 

effect" of this relationship suggests that an increase in physician and drug 

spending arising from supplemental Medicare coverage is substantially 

offset (within the traditional Medicare program) by the/all in hospital costs, 

income-related out-of-pocket limits alone provide far-from-optimal health 

insurance (and Medicare cost savings). They recommend further specific 

targeting of copayments related to the underlying health status of chronically 

ill patients.22 

Keeping Cost-Sharing Reform Simpler and More Effective 

In any case, there is a better way to handle income-related limits on 

more unified Medicare cost sharing, again courtesy of a younger but wiser 

Jonathan Gruber. In 1994, Gruber and coauthor Martin Feldstein proposed 

"A Major Risk Approach to Health Insurance Reform.,,23 To reduce the 

economic dead-weight loss produced when low coinsurance rates (and low 
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marginal costs of insured care) induce excessive consumption of health care 

and inefficient resource allocation, Gruber and Feldstein modeled a different 

type of health insurance plan. It would have a 50-percent coinsurance rate 

but limit out-of-pocket health spending to 10 percent of income. 

They estimated that aggregate welfare gains (which also include 

reduced risk bearing for large health care costs) by switching to major-risk 

insurance for both private and public (Medicare and Medicaid) health 

coverage would range from $34 billion to $110 billion-in 1995 dollars.24 

Those estimates varied depending on the degree of risk aversion and price 

elasticity of demand, respectively, by health care consumers. For example, a 

higher degree of risk aversion and higher demand elasticity would produce a 

larger welfare gain. 

An attractive dimension of the major-risk approach is its relative 

progressivity. Average out-of-pocket spending under the plan rises sharply 

as income rises because the stop-loss maximum rises with income. The 

major-risk plan reduces the total consumption of health care much more for 

high-income individuals. It also alters the risk distribution individuals face 

by increasing the risk of modest spending but limiting the maximum risk. 

Gruber and Feldstein noted that relying on 50-percent coinsurance, 

rather than the equivalent amount of cost sharing (up to 10 percent of 
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income) solely through a first-dollar deductible, extends the ability of the 

plan's cost-sharing incentives to reduce dead-weight losses across a wider 

range of health spending. But it also limits the value of the increased risk to 

individuals through greater cost sharing. Of course, the various specific 

projections of welfare-gain effects in the 1994 study would need to be 

updated to align with current levels of health spending, and they remain 

sensitive to relative assumptions about the levels of demand elasticity and 

risk aversion for health care consumers. 

Policy Priorities for Reform 

The larger lesson from these analyses of Medicare cost-sharing 

restructuring involves the importance of setting clear policy priorities, 

avoiding trying to accomplish conflicting goals with the same policy 

instrument, and carrying out first what matters most. 

Slowing the future rate of Medicare spending to below its currently 

projected baseline level should be the primary reason for reforming the 

structure of cost sharing in the traditional Medicare program. That means 

most beneficiaries (except for those provided separate special protection 

from this reform) will actually end up receiving lower levels of taxpayer 

subsidies and either pay more for the Medicare services they want or get 

fewer (or less expensive) services. The most appropriate area of Medicare 
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spending to face those new cost-sharing incentives involves early-dollar, 

discretionary spending, rather than the costs facing beneficiaries with much 

more expensive or chronic medical conditions. 

The major-risk approach to Medicare reform makes the most sense for 

most beneficiaries. It balances protecting them more effectively against 

catastrophic financial risks with increasing their cost consciousness for 

decisions involving health care costs they can manage better within the 

limits of their income. By relying on a higher percentage of coinsurance 

(rather than a large front-end deductible), this approach also produces the 

best mix of stop-loss protection and greater sensitivity to the non­

catastrophic costs of covered services. 

Maneuvering through Exceptions and Implementation 

Trying to overcompensate and dilute the tension between most 

beneficiaries' income constraints (including the opportunity cost of spending 

for other non-health-care wants and needs) and their initial layers of health 

care need is likely to undermine the main purpose for taking on the difficult 

political challenge of increasing cost sharing for the traditional Medicare 

program. Nevertheless, it would prove to be too economically harsh and 

politically disastrous to ignore the need for at least some enhanced 
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protection of many lower-income Medicare beneficiaries within a higher 

cost-sharing approach. 

Implementing a Medicare policy change of this magnitude also poses 

significant challenges. A new cost-sharing structure must remain 

understandable and workable in practice. It has to be sensitive to differences 

among beneficiaries but avoid trying to be customized to such a granular 

level that it cannot provide predictable incentives or support everyday billing 

and payment operations. Focusing cost-sharing reform on Medicare FFS 

also must account for keeping the future playing field as level as possible in 

the traditional program's competition with Medicare Advantage plans in 

attracting and retaining enrollees. 

The administrative complexities of income-related cost sharing can be 

managed through setting a reasonable range of annual income bands linked 

to proportionately related mixes of out-of-pocket maximum levels (rather 

than calculating them ~ollar for dollar at every level of reported income). 25 

This should be supplemented with a narrow set of opportunities to appeal for 

exceptions based on unexpected hardship. 

The cleaner and less complicated way to deal with the distortions of 

supplemental insurance for traditional Medicare enrollees is to set regulatory 

boundaries on what either individual Medigap plans or employer-sponsored 
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retiree plans can cover.26 The current tax code already produces enough 

distortions in economic decision making without adding a new excise tax on 

supplemental insurance premiums to that list.27 Instead of taxing a small 

slice of affluent seniors more and then recycling some of that revenue back 

to other lower-income seniors (with all the inefficient processing and 

extraction charges this political spin cycle entails), it would be far better 

simply to subsidize nonpoor seniors less. 

We should acknowledge the relationship between personal income 

and the ability to handle much greater cost sharing for health care services,zs 

but respond by developing a separate program of cash subsidies to lower­

income Medicare beneficiaries facing more chronic health conditions. Such 

financial assistance could be distributed directly to their (new) individual 

Medicare savings accounts based on a combination of their income and 

health risk scores. An alternative option would restructure and streamline 

current Medicare Savings Programs for low-income Medicare beneficiaries 

to match a more unified set of cost-sharing provisions in Medicare FFS.29 

Although such subsidies should be carefully targeted to be most 

generous to beneficiaries with the lowest incomes and the greatest health 

risks, their exact size and scope also should be related to the budget savings 

and cost-conscious economizing incentives that policymakers seek. Pushing 
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back on one end of the cost-sharing continuum would need to be balanced 

by increased cost sharing for higher-income and lower-risk beneficiaries. 

Although using an income-related stop loss limit on Medicare FFS cost 

sharing helps keep a beneficiary's out-of-pocket financial burden 

proportional to his or her income, it may be necessary to extend some 

additional, lesser amounts of cost sharing subsidies even to some 

beneficiaries with incomes somewhat above the dual-eligibility level for 

Medicaid. 

The distortions of supplemental insurance coverage primarily harm 

the traditional Medicare FFS program, whether they originate from 

individual Medigap plans or employer-sponsored retiree coverage. These 

cost-sharing reforms are not needed for private plans in Medicare Advantage 

because the coverage scheme in those plans is integrated within a single 

insurer rather than spread across a taxpayer-financed primary insurer 

(traditional Medicare) and a secondary private insurer. To the extent that 

some further adjustments in cost-sharing rules for Medicare Advantage plans 

still may be needed for their annual competitive bidding process, they could 

be handled by using an actuarial equivalence standard that allows them to 

offer different cost-sharing packages (similar to how past and present Part D 
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prescription drug plans have varied so widely from the original statutory 

benefit defined in the Medicare Modernization Act). 

Any remaining problems of mixed cost-sharing incentives and 

competitive effects could be corrected in two ways: (1) Require private 

insurers to offer only integrated coverage (current-law Medicare benefits 

plus any supplemental ones), with a separate price and taxpayer subsidies for 

the basic Medicare coverage, or its actuarial equivalent, determined through 

premium-support-style competitive bidding,30 and (2) Authorize the 

traditional Medicare program greater administrative flexibility needed to 

compete in such a bidding regime, such as by offering more enhanced 

catastrophic stop-loss protection and changing other cost-sharing provisions 

to offset its budgetary costS.31 

Given the future budgetary stresses and broader sustainability 

challenges facing the Medicare program, this more aggressive approach to 

reform its cost sharing is long overdue. But taking two modest, but 

important, steps forward-a unified deductible and a stop-loss limit for 

traditional Medicare--will provide little progress if we then take two steps 

backward-diluting such cost sharing for most Medicare beneficiaries on the 

unbounded assumption that very few may be able to afford it (or that too 

many then would refrain from seeking necessary health care services), and 
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instead adding a new tax at a fill-in-the-blank rate on supplemental insurance 

plan coverage. 

The 1984 Walter Mondale presidential campaign once was tagged 

with an uninspiring, but telling, slogan for such tactics: "Dares to be 

cautious. ,,32 

The cost-saving juice must be worth the political squeeze in 

undertaking reform of Medicare cost sharing. A major-risk approach to 

reform of cost-sharing and taxpayer subsidies for coverage offers more 

future reward, whether for just Medicare or also the rest of the private health 

insurance market (as Feldstein and Gruber originally proposed). 

The particular parameters for restructured cost sharing suggested in 

my testimony, of course, are merely suggestive markers rather than fixed 

points. They can be adjusted higher or lower, depending on the full mix of 

competing policy priorities and budgetary saving score that is desired. But 

they all will operate within a reformed Medicare FFS program that relies 

more on income-related cost-consciousness, enhances insurance protection 

against catastrophic risks, and reduces the likelihood of rising premiums and 

steeper taxes. 
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Notes 

I Part A for Medicare covers the costs of inpatient care (primarily hospital spending). Part B covers 
physicians' services and other outpatient care. Part D covers prescription drug expenses. Each part of the 
traditional Medicare program has its own sources of financing (a payroll tax for Part A, separate enrollee 
rremiums plus general revenue support for Parts B and D). 

Such discretionary spending decisions may involve either purchases within the scope and scale of first­
dollar deductibles or other purchases subject to cost-sharing (either coinsurance or copayments) before any 
stop-loss limit on out-of-pocket spending is reached. 
3 See, for example, Adam Atherly, "Supplemental Insurance: Medicare's Accidental Stepchild," Medical 
Care Research and Review 58, no. 2 (2001): 131-161; Sandra Christensen and Judith Shinogle, "Effects of 
Supplemental Coverage on Use of Services by Medicare Enrollees," Health Care Financing Review 19, no. 
1 (1997): 5-17. 
4 Christopher Hogan, "Exploring the Effects of Secondary Insurance on Medicare Spending for the 
Elderly," A Study Conducted by Staff from Direct Research, LLC, for MedPAC, 2009. 
5 Medicare Payment Advisory Commission (MedPAC), Report to the Congress: Medicare and the Health 
Care Delivery System (Washington, DC, June 2012), 5. 
6 Ibid., 10. 
7 National Bipartisan Commission on the Future of Medicare, Building a Better Medicare for Today and 
Tomorrow (Washington, DC, March 16, 1999). 
8 Congressional Budget Office, Reducing the Deficit: Spending and Revenue Options (Washington, DC, 
March 10,2011): 49. 
9 Ibid., 49-50. 
10 MedPAC, Report to the Congress: Medicare and the Health Care Delivery System, 20. 
II Ibid., 19. 
12 Ibid., 21. 
!3 MedPAC would also apply the same reform to employer-sponsored retiree coverage. 
14 Jonathan Gruber, "Proposal 3: Restructuring Cost Sharing and Supplemental Insurance for Medicare," in 
15 W~s to Rethink the Federal Budget, ed. Michael Greenstone et al. (Washington, DC: Brookings 
Institution, February 2013), 25. 
15 Ibid., 25. 
16 Ibid. 
17 Ibid., 25-26. 
18 Ibid., 26. 
19 Amitabh Chandra, Jonathan Gruber, and Robin McKnight, "Patient Cost-Sharing and Hospitalization 
Offsets in the Elderly," The American Economic Review 100, no. 1 (2010): 193-213. 
20 The RAND Health Insurance Experiment (HIE) remains the most extensive and important experimental 
study of the effects of cost-sharing and the design of health insurance benefits. Its results demonstrated that 
higher patient payments (cost sharing) significantly reduced use of medical care, without any adverse 
health outcomes for the average person. See, for example, Joseph Newhouse. Freefor All: Lessonsfrom 
the RAND Health Insurance Experiment. (Cambridge, MA: Harvard University Press, 1993). 
21 Amitabh Chandra, Johnathan Gruber, and Robin McKnight, "Patient Cost-Sharing and Hospitalization 
Offsets in the Elderly," 209-11. 
n Ibid., 212. 
23 Martin Feldstein and Jonathan Gruber, "A Major Risk Approach to Health Insurance Reform" (working 
~aper 4852, National Bureau of Economic Research, Cambridge, MA, September 1994). 

Ibid., 26. A full and accurate update, in terms of current (2013) dollars is not readily available, because it 
involves more variables than simply the effects of health care spending inflation over time. 
25 This involves balancing the unworkability of administering customized "personal" cost sharing limits for 
literally millions of Medicare beneficiaries against dilution of relatively income-sensitive variations in cost 
sharing, as well as treating seniors with significantly different incomes too similarly. The issue comes down 
to how wide a dollar-income range needs to be maintained between changes in stop-loss limits for different 
cohorts of Medicare seniors. Those cost-sharing brackets certainly should be narrower than those used for 
the federal income tax's rate brackets, but at least wider than every ten-thousand dollar interval in 
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additional reported income. Congress has a good deal of experience in making similar judgments for the 
~hase-out of income-related tax subsidies or phase-in of higher income-related taxes. 
6 For example, certain preventive health benefits that pass an evidence-based test for cost-saving or health­

enhancing effectiveness could be exempted from the new Medicare FFS cost sharing provisions, somewhat 
similar to how they already are treated in HSA-qualified plans in the private insurance market today. 
27 See, for example, Tom Miller, "Rethinking the 'Other' Payroll Tax," Real Clear Politics, January 11, 
2012. 
28 For example, about half of all Medicare beneficiaries had annual incomes (as individuals, not 
households) below $22,500 in 2012, and one-quarter of them had incomes below $14,000. Kaiser Family 
Foundation, "Income-Relating Medicare Part B and Part D Premiums under Current Law and Recent 
Proposals: What Are the Implications for Beneficiaries?" February 2012. About 35 percent of Americans 
age 65 and older had incomes below 200 percent of the federal poverty level. 
29 See, for example, Stephen Zuckerman, Baoping Shang, and Timothy Waldmann, "Policy Options to 
Improve the Performance of Low-Income Subsidy Programs for Medicare Beneficiaries," Urban Institute, 
January 2012. 
30 See, for example, note 7. 
31 See note 7; Thomas Miller, When Obamacare Fails: The Playbookfor Market-Based Reform 
(Washington, DC: American Enterprise Institute, December 2012), 20. 
32 Mondale's media director, Roy Spence, infamously praised his boss because he "dares to be cautious." 
Richard Cohen, "Jackson Shows Mondale's Caution," Boca Raton News, January 6, 1984, 



59 

Mr. PITTS. The chair thanks the gentleman, and we will now 
begin questioning. I will recognize myself for 5 minutes for that 
purpose. 

The first series of questions are yes or no, and I will ask all of 
you these questions. So Dr. Baicker, I will start with you. Is it fair 
to say that you all agree the traditional Medicare fee-for-service 
benefit design may be outdated and overly complex for bene-
ficiaries? Yes or no. 

Ms. BAICKER. I agree. 
Mr. PITTS. Dr. Neuman? 
Ms. NEUMAN. Yes. 
Mr. PITTS. Mr. Miller? 
Mr. MILLER. Yes. 
Mr. PITTS. All right. Second question. Is it also fair to say that 

the program is need of reform to ensure catastrophic protection for 
beneficiaries, increased incentives for beneficiaries to seek value- 
based providers and services and streamline benefits to reflect a 
modernized benefit structure? Yes or no. 

Ms. BAICKER. Yes. 
Mr. PITTS. Dr. Neuman? 
Ms. NEUMAN. Yes, depending on how it is done. 
Mr. PITTS. Mr. Miller? 
Mr. MILLER. Yes, in general. 
Mr. PITTS. All right. Is it also fair to say that reforms on such 

a topic have been discussed for decades by policy experts from both 
sides of the aisle and political spectrum? Yes or no. 

Ms. BAICKER. Yes. 
Mr. PITTS. Dr. Neuman? 
Ms. NEUMAN. Yes. 
Mr. MILLER. We have problems with political markets clearing 

on them. Yes. 
Mr. PITTS. All right. Finally, is it also fair to say that given a 

Medicare solvency crisis, approaches gradually but inevitably pres-
sure to restructure the program’s traditional benefit design will 
only increase? Yes or no. 

Ms. BAICKER. Yes. 
Mr. PITTS. Dr. Neuman? 
Ms. NEUMAN. Yes. 
Mr. PITTS. Mr. Miller? 
Mr. MILLER. Yes. As the pressures increase, we have to think 

about how we want to respond to them. 
Mr. PITTS. All right. Dr. Baicker, given that today approximately 

70 percent of Medicare beneficiaries are enrolled in the traditional 
fee-for-service benefit with the remaining beneficiaries finding 
greater value in the Medicare Advantage program, wouldn’t a mod-
ernization of the traditional benefit design ultimately help the ma-
jority of current Medicare beneficiaries navigate a very complex 
cost-sharing structure and effectively avoid the implications of cat-
astrophic illness cost? 

Ms. BAICKER. Yes. I think modernizing the design would allow 
beneficiaries to consume the care that was right for them in the 
right setting and from the right provider, and that added flexibility 
could drive towards higher-value care for all beneficiaries. I think 
they should have choices about these things. 
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Mr. PITTS. Mr. Miller, do you want to comment? 
Mr. MILLER. Cleaner, clearer signals are important. We may in 

trying to adjust for everything make the system even more com-
plex. 

Mr. PITTS. All right. Dr. Baicker, you note in your testimony that 
cost sharing should be modeled on a value-based framework where-
by cost sharing is lowest for services that are most effective at im-
proving health care outcomes. Could you please elaborate? Explain 
from your experience in looking at private-market options where 
cost sharing has worked most effectively. 

Ms. BAICKER. Let me give an example from the care of diabetic 
enrollees who have really high risk of downstream adverse cardio-
vascular events, and getting them to adhere to their medications, 
getting them to meet with their physician regularly can improve 
their health dramatically and reduce downstream costs. There are 
a lot of innovative ways you can try to get diabetics to be more ad-
herent to best practices, and in the absence of innovation in dif-
ferent types of interventions, we see remarkably low adherence 
rates to lifesaving treatments that patients just have trouble on 
their own enforcing, so innovative cost structures where maybe pa-
tients even get subsidized to take their medications or where they 
don’t meet with a physician all the time, they sometimes meet with 
a community care person who coordinates across different patients 
to provide support for them to take their medications. I think we 
have seen that the crude tools are insufficient, even for a popu-
lation where there is effective care available and the downstream 
consequences are potentially catastrophic for their health, and we 
see that kind of innovation in the private sector and it is very hard 
for the current Medicare fee-for-service structure to mimic that 
kind of innovation. 

Mr. PITTS. Dr. Neuman, do you want to comment on that ques-
tion? 

Ms. NEUMAN. I would agree with everything. I think the chal-
lenge is, who determines what is high value and what is low value, 
and that is really a major issue in terms of figuring out who would 
make these determinations. An easy example to think about in 
terms of value might be generic versus brand for equivalent prod-
ucts, but when you get to the more complex questions involving 
medical care, these decisions are a little bit trickier to resolve. So 
I think that is a particularly good example. I know that in the 
MedPAC recommendation, they talked about delegating this au-
thority, I believe to the Secretary, because they were not prepared 
to specify when they made their recommendation what exactly is 
high value and what is not. 

Mr. PITTS. Mr. Miller? 
Mr. MILLER. This is a perpetual struggle in trying to get the ben-

efits of what we point to in private-sector private insurance innova-
tion and trying to do that through a comprehensive public program 
which has a lot of difficulties in making those types of fine-tuned 
adjustments and being accountable for it. We have got a one-time 
shot to get the basic shell of a structure for Medicare benefits bet-
ter, but I think we can’t legislate every single particular in that re-
gard. I would suggest that although most of these proposals say 
well, we will just give the Secretary some discretion, it will all 
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work out, there will be some rulemaking, you need to have some 
evidentiary boundaries as to exactly how far that is going to go. 
Most of the examples of value-based insurance design tend to be 
one-sided. We know how to add benefits that make everybody 
happy and feel better. We have a lot more problems in taking them 
away. So you could impose somewhat of a budget neutrality con-
straint saying for everything you need to put on, if it is going to 
pay off, something else has to not pay off as well, and that is one 
way to get it a little more even-handed rather than a one-sided ap-
proach. 

Mr. PITTS. The chair thanks the gentleman and now recognizes 
the ranking member, Mr. Pallone, 5 minutes for questioning. 

Mr. PALLONE. Thank you, Mr. Chairman. 
I wanted to ask Dr. Neuman, many of the proposals for rede-

signing Medicare’s benefit package attempt to balance program 
simplification through combined deductibles and more predictable 
out-of-pocket expenses with efforts to improve the program value 
and efficiency. Many of us would agree that there is a need to sim-
plify the structure of Medicare benefits in ways that make it more 
understandable and user friendly for beneficiaries and provide 
them with better protections by providing out-of-pocket spending 
caps like private insurance plans. 

Your analysis clearly shows that while a small number of bene-
ficiaries would benefit from their restructured design, a much larg-
er number would see increased out-of-pocket expenses. Can you 
talk about how with any of these plans there will be inevitably 
winners and losers? 

Ms. NEUMAN. Well, there are 50 million people on Medicare, and 
everybody has a different set of health care experiences and health 
care needs and supplemental insurance, which varies across people, 
and when you change the benefit design, depending on what serv-
ices people use in a given year, their out-of-pocket costs are going 
to differ than what they would have been under current law. So in 
sort of the prototype policy that we looked at, the high out-of-pock-
et expense of course protects a small share of people. The high out- 
of-pocket limit protects a very small share of the Medicare popu-
lation with high spending. That costs. When you add a benefit to 
Medicare, that increases Medicare spending, and part of the new 
costs are offset by the higher deductible that so many more people 
on Medicare will pay because 80 percent of people don’t go to the 
hospital, so 80 percent of people don’t incur an inpatient deduct-
ible. So for the majority of people who don’t go to the hospital, they 
would pay a higher deductible and so they would see their 
deductibles increase if this were to be imposed, for example, this 
year. 

Mr. PALLONE. OK. Now, how can we design a plan that is mind-
ful of the financial insecurity of the large number of Medicare 
beneficiaries and builds in adequate protections? 

Ms. NEUMAN. Well, I think it is tricky if the goal is to produce 
savings, so in an environment where the overall objective is to 
produce Medicare savings, it could be quite challenging to build in 
protections and to lower cost-sharing risk for people with modest 
incomes. To protect people with modest incomes, one might think 
about, for example, the Bipartisan Policy Center’s initiative which 
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federalizes cost-sharing assistance for people with incomes between 
100 and 150 percent of poverty. This is building on the Part D 
model for low-income subsidies, but adding protections also adds to 
cost, so to do this, one would need to find a way to offset those 
costs in some fashion. 

Mr. PALLONE. OK. Dr. Baicker, I know your research has looked 
at a lot at value-based insurance design, and one of the points you 
make is that cost sharing as it currently is used in the insurance 
industry is a blunt tool. It reduces health care spending but in a 
way that doesn’t differentiate between high- and low-value care. It 
also doesn’t take into account the diversity of the beneficiary popu-
lation who based on their financial and health status are likely to 
respond differently. So unfortunately, the notion of creating incen-
tives for beneficiaries to make better decisions is often looked at 
only through the narrow lens of increased cost sharing. Can you 
talk about ways other than increased cost sharing that benefits can 
be structured to encourage use of appropriate high-value services 
and discourage the use of unnecessary services and how important 
is it to ensure there are not barriers to high-value care? 

Ms. BAICKER. I think you raise a really important point, that cost 
sharing on the patient side has some potential for harms, especially 
if it is implemented for all patients in the same way, and on the 
patient side, the ideal cost sharing might depend not just on the 
service or the medication or the setting but also on the particular 
patient. So a cholesterol-lowering drug for a diabetic patient is 
higher value than that cholesterol-lowering drug for a different pa-
tient, and it is very hard to write down a set of rules for specific 
procedures or specific medications and call them high value and 
others not when it really varies patient to patient. So it would have 
to be a much more flexible design on the patient side, which we 
have seen some experimentation with in the private sector but we 
are nowhere near achieving the possibilities. 

On the provider side, I think one could also approach promoting 
higher-value care by making payments look across silos, and that 
means not paying more for care in one setting than another setting 
when the patient might be better off individually in the setting 
that is less well reimbursed. The reimbursement should really be 
neutral about where the patient gets the care, so the patient could 
choose based on what is best for that particular set of cir-
cumstances. There could also be payments on the provider side 
that bundle care across silos and over time. Those bundles have to 
be big to incorporate, from the physician’s office to the hospital to 
the post-acute care where there is a huge amount of variation in 
spending in post-acute care, and somebody has to be responsible for 
that in the provider system so that patients get high-value care 
after a hospitalization that not only improves their health but 
keeps them out of the hospital again. So I think we have to ap-
proach it both from the patient side but, as you note, from outside 
the patient side from the provider side as well. 

Mr. PALLONE. All right. Thank you. Thank you, Mr. Chairman. 
Mr. PITTS. The chair thanks the gentleman and now recognizes 

the gentleman from Illinois, Mr. Shimkus, 5 minutes for questions. 
Mr. SHIMKUS. Thank you, Mr. Chairman. It is great to have you 

here—an issue that has befuddled the national government, prob-
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ably since the inception of Medicare in 1965. Those of us that have 
been around for a long time, I can’t think of a time when I haven’t 
talked about the structural deficiency and our promise to pay fu-
ture generations based upon the formula that we have today. And 
so thanks for this. 

I am kind of going to go to—my question is going to be first, if 
people can shop around for homeowner’s insurance and automobile 
insurance, do you think it is too much to ask for individuals to shop 
around for health insurance? Why don’t we go left to right? 

Ms. BAICKER. I think individuals should have choices among 
health insurance plans and I think that that would foster innova-
tion in insurance design as well as competition on prices but insur-
ers should be experimenting with the best way to manage diabetic 
enrollees, for example, and then they should be able to attract 
more of them by providing higher-value care. 

Mr. SHIMKUS. And Dr. Neuman? 
Ms. NEUMAN. I think people on Medicare should have choices, 

and people on Medicare, for example, do have the ability to shop 
within the Medicare Advantage program today. I think as people 
get older and have more impairments and cognitive impairments, 
then the shopping process gets more difficult because it is—I think 
we have all experienced looking at health insurance and it is a fair-
ly complex enterprise. 

Mr. SHIMKUS. It is. I guess the other issue too is if—and I can 
really understand the debate on seniors at a certain age but it is 
still seniors at a certain age that are still buying automobile insur-
ance and they are still paying home insurance, and there is a train-
ing process too. You can’t expect seniors today, a lot of seniors 
today who are on fee-for-service to automatically move into a com-
petitive-market model and shop around. I think that is really in es-
sence way too much to ask. But you all get the drift I am going. 
Mr. Miller? 

Mr. MILLER. We can certainly improve the shopping process for 
insurance but we sometimes overinvest in it too much. Kate was 
talking before about getting into broader bundles. What we really 
want to have is measures of outcomes for all of the players who are 
providing our care, and that goes beyond just the insurer you se-
lect. So we need to think about how seniors can shop more effec-
tively for the team of care they are going to receive or the various 
folks they go to first further on down the stream, particularly in 
Medicare fee-for-service where you are not buying as much of an 
orchestrated, integrated product. So as much as we want to en-
hance the shopping experience for that front-end idea of what are 
my benefits, what are my cost sharing, we need to know what actu-
ally what is the value of that total experience. 

Mr. SHIMKUS. Even in the much maligned or supported 
ObamaCare or Affordable Care Act, the premise is getting people 
into markets, State exchanges, where they can shop around, and 
so this really is a segue to that whole issue. If you can then move 
the public at large either by their employer or the individual cit-
izen, in essence forcing them to shop around in an individual ex-
change, why isn’t the segue then into future generations move 
these people then into a market-based system of health insurance 
providers for Medicare and Medicaid? And that might even also ad-
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dress the payment disparities that you see from these two pro-
grams, which the majority would much rather pay the Medicare 
rate than they are going to receive on a Medicaid reimbursement, 
which really distorts this whole funding scheme. Does anyone dis-
agree with that, or anything to add? 

Ms. BAICKER. I think making it easy for people is key. Competi-
tion doesn’t work if people aren’t able to evaluate the options in 
front of them and aren’t able to move, and that is about making 
information transparent, and it is also about sort of smoothing 
pathways. We know that it is hard for people when they have so 
many different choices and the information is varied to make wise 
decisions. 

Mr. SHIMKUS. Let me just jump in because my time is short, but 
Dr. Neuman, you kind of mentioned it, and you were kind of lead-
ing up, I was kind of building momentum here for this thing, does 
Medicare Advantage strike this balance to some extent of allowing 
people choices and systems and a way to shop around that could 
be in essence kind of rolled up writ large, I think? 

Ms. NEUMAN. You know, it could. People have the choice of tradi-
tional Medicare and Medicaid Advantage plans, and then if they 
choose Medicare Advantage plans, they can choose among them. 
We don’t really know very much actually about how people are 
choosing plans and whether they are choosing the best plans for 
them. We know in the Part D marketplace that people are actually 
not making choices in terms of which plan would reduce their cost 
the most. So we still are pretty early on in this experiment in 
terms of understanding how seniors behave in the marketplace. 

Mr. SHIMKUS. But Part D, I don’t know the recent approval rat-
ings or the like but it is still well received. 

Ms. NEUMAN. Oh, yes. 
Mr. SHIMKUS. And approval ratings are higher than any health 

care thing we passed ever in this chamber. So it is a very success-
ful model. 

I yield back my time. 
Mr. PITTS. The chair thanks the gentleman and now recognizes 

the distinguished ranking member of the full committee, Mr. Din-
gell, for 5 minutes for questions. 

Mr. DINGELL. Mr. Chairman, I thank you for your courtesy, and 
I thank you for holding this hearing today. It is very important. 

As most people know, my dad was the originator of Medicare, 
and I was proud to cosponsor the legislation and to provide over 
the House of Representatives during its passage. The program has 
endured as one of the most significant pieces of legislation in our 
Nation’s history and is it of enormous importance to our senior citi-
zens and to a lot of other people. I recognize that it is time for re-
view on a continuing basis of this great program, and I believe that 
we can do so without limiting or decreasing benefits that are avail-
able to our seniors today as we look to see to it that it is conducted 
in the most efficient way from the standpoint of costs and other 
things. 

Now, the testimony focuses today on a number of proposals on 
how to reform Medicare. I want to focus my questions on the im-
pact these programs and reforms would have on seniors. Dr. 
Neuman, these questions are directed to you as spokesman for the 
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Kaiser Health Foundation, and I want to thank you and the other 
members of the panel for being here. Your assistance is much ap-
preciated. 

Doctor, is it correct that nearly one in four of Medicare bene-
ficiaries are only in fair or poor health? 

Ms. NEUMAN. Yes, sir. 
Mr. DINGELL. Doctor, is it also correct that 40 percent of Medi-

care beneficiaries live with three or more chronic conditions? 
Ms. NEUMAN. Yes. 
Mr. DINGELL. Doctor, do more than half of Medicare beneficiaries 

live on incomes of less than $22,500 a year? 
Ms. NEUMAN. Yes. 
Mr. DINGELL. Dr. Neuman, does Medicare have a limit on out- 

of-pocket expenses for beneficiaries? 
Ms. NEUMAN. No. 
Mr. DINGELL. Dr. Neuman, is it correct that Medicare bene-

ficiaries with incomes below $20,000 per year spent something like 
20 percent of their income on health-related expenses? 

Ms. NEUMAN. Yes. 
Mr. DINGELL. Now, Doctor, thank you. It is clear that we have 

many beneficiaries for Medicare who have serious health needs and 
very limited resources to pay for their care. Placing cost-sharing re-
quirements on this population is going to have to be done very 
carefully or it will have an appalling negative impact on their 
health and financial security. 

Now, the Kaiser Family Foundation recently commissioned a 
study, which has been discussed this morning, on the impact of 
three reforms that have been proposed by many different groups: 
a unified copayment for Parts A and B, a 20 percent coinsurance 
for Medicare services, and a $5,000 annual limit on out-of-pocket 
spending. Dr. Neuman, did this study find that 71 percent of the 
beneficiaries would see an increase in out-of-pocket costs to them 
if this plan was implemented this year? 

Ms. NEUMAN. Yes. 
Mr. DINGELL. Now, Doctor, did this study also find that aggre-

gate spending among Medicare beneficiaries would increase over $2 
billion? 

Ms. NEUMAN. Yes, sir. 
Mr. DINGELL. And Doctor, I hope you understand, I am doing 

this so we can get an awful lot into the record as opposed to put-
ting you in any kind of a difficult place. 

Doctor, do you believe that these proposed reforms would also 
lead to increased costs for beneficiaries if not structured properly? 

Ms. NEUMAN. Yes, I think there is a risk that that could happen. 
Mr. DINGELL. And I believe you are suggesting that if we do this, 

it should be done with all the facts and with a great deal of care. 
Ms. NEUMAN. That is correct. 
Mr. DINGELL. Now, I think we need to take a good, hard look at 

the ways that Medicare can be reformed so that the program con-
tinues to provide security for our future generations. However, we 
must ensure that such reforms are not simply shifting costs from 
the federal government to senior citizens who are incapable of 
properly meeting those demands. Medicare is a promise to our sen-
ior citizens, and we need to keep our word to them. I am confident 
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that we can improve the program while protecting access to care 
if we work carefully together in a bipartisan manner. 

Mr. Chairman, I want to thank you for recognizing me. I want 
to commend and thank our panel, especially you, Dr. Neuman, and 
I hope that as we proceed forward, we will do so with exquisite 
care. We have a program of vital importance to our senior citizens, 
one which must be protected and one which with unwise tinkering 
can cause no end of problems. I also note that if properly done, it 
is a program which could continue to persist in its service of our 
people for a long time into the future and that the corrections are 
not disastrous if properly done. Thank you, Mr. Chairman. I yield 
back 1 second. 

Mr. PITTS. The chair thanks the gentleman and now recognizes 
the gentleman from Louisiana, Dr. Cassidy, 5 minutes for ques-
tions. 

Mr. CASSIDY. Hello. Thank you all. I enjoyed your testimony and 
your written testimony. Mr. Miller, I think I may end up quoting 
some of yours but I won’t quote it here. 

Mr. MILLER. It is there for your use. 
Mr. CASSIDY. Dr. Baicker, I think it may have been your testi-

mony where you hint at, indeed, it may not only be expensive to 
have overutilization of services but also harmful to the patient’s 
health. I see both of you nodding your head. I agree with that to-
tally. So let us be clear: When we speak about using services more 
widely, it is not only monetary but most importantly it is about 
making sure that patients’ health is not harmed. Yes? 

Ms. BAICKER. I agree that not harming health is clearly first and 
foremost, and then there is also care that is of potentially zero ben-
efit or very small benefit that is really expensive. 

Mr. CASSIDY. OK. Now, one thing that you read about is the acti-
vated patient, the activated patient whose expenses are 8 to 21 per-
cent lower than the person—and I gather there may be even some 
empiric evidence that the activated patient is a healthier patient. 
Just for those listening who may not know, an activated patient 
fully participates in their care both physically and financially. 

Now, have any of you all—and try to keep your answers brief, 
please—do any of you have specific suggestions or the things that 
you suggested do you feel as if they would create the so-called acti-
vated patient, the one participating both in their health decisions 
as well as their financial decisions. For example, Mr. Miller, you 
speak of value-based purchasing as do maybe all three of you. I 
don’t really think of that as creating an activated patient. That is 
actually just saying we are going to pay for this and not pay for 
that. 

Mr. MILLER. The decisions are made before the patient is asked 
about it, and we are steering them in that particular direction. 
Now, we can do that in some areas. Certainly the best evidence 
tends to be in the prescription drug area. That is largely accommo-
dated through Part D already in Medicare. So I think we can move 
that mostly off the table. 

Mr. CASSIDY. So by incentivizing patients to go to generics and 
allowing them to save money, you create an activated patient who 
is both looking at the cost but also doing so improving—— 
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Mr. MILLER. Looking at the cost opens the door to thinking about 
the value. Cost is only the opening consideration, but if you haven’t 
gotten someone’s attention with the cost, they may not think about 
how that balances out against the qualitative tradeoffs. 

Mr. CASSIDY. Now, Mr. Miller, I like your kind of testimony, if 
you went to a higher coinsurance but you still had the same limit 
on out-of-pocket, you may achieve both, maybe more upfront costs 
but—— 

Mr. MILLER. You are trying to expose more patients across a 
wider range of decisions to thinking about the care they receive. 

Mr. CASSIDY. Now, let me ask you this, and this is something I 
haven’t completely worked through, so if I totally fumble, please 
forgive me. As some hospitals are purchasing physicians’ practices, 
typically procedurally based, and they are beginning to bill under 
Medicare Part A as opposed to Part B, effectively we are having 
what you are describing in which the deductible for that Part A 
service is often greater than it would be for the equivalent Part B. 
We are seeing a downward trend in Medicare spending. I tried to 
learn if that is attributable to this phenomenon. That is more dif-
ficult than its seems like it should be. I have not yet been able to 
determine that. But it seems to me that we may be seeing exam-
ples of what you are describing, bringing it into Part A, increasing 
the upfront deductible and coinsurance costs, and yet there has 
been no decrease in health quality and there has been a decrease 
in spending. Any thoughts on that? 

Mr. MILLER. Well, I have not looked at that data. I mean, we 
have got a different type of thing going on where hospital out-
patients, because it is reimbursed more generously than other out-
patient—— 

Mr. CASSIDY. But that costs the patient more. 
Mr. MILLER. Which is the problem of all these type of siloed pay-

ments. Other private parties will find ways to maneuver around 
them. 

Mr. CASSIDY. Oh, I accept that as a different thing, but just my 
general point, that we have effectively increased the amount that 
is out of pocket for patients and we have actually seen a decrease 
in spending in the Medicare program, in the Part B program. 

Mr. MILLER. Right. 
Mr. CASSIDY. Any thoughts on that, Dr. Baicker or Dr. Neuman? 
Ms. BAICKER. I think you hit on a key point that innovative in-

surance companies can drive patients to be more engaged in their 
own care, and that innovation could come in the form of cost shar-
ing or it could come in other ways that insurers think of to get the 
patients engaged and having them have that flexibility would open 
a wider set of—— 

Mr. CASSIDY. What are some other examples of how they could 
be engaged besides cost sharing? Because clearly we need patient 
engagement. 

Ms. BAICKER. I think there are examples of getting patients to 
interact with a wider set of patients who have conditions like them, 
of getting text messages to remind them of things, of getting—— 

Mr. CASSIDY. I have heard about that. Has that actually been 
shown in some sort of peer-reviewed double-blind way to actually 
work? 
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Ms. BAICKER. I think text messages do increase adherence to 
medications, that part of not taking your meds is not about the 
copay, because you already have the drugs, but taking them regu-
larly, it is a skill, it is a habit, and there has to be skill building 
that if you don’t have the right incentives, insurers don’t engage 
and providers don’t engage in patient—— 

Mr. CASSIDY. So if you, though, that is not the insurance product 
per se but rather the administration or patient care aspect of it, 
correct? 

Ms. BAICKER. But if the insurers and the providers have the 
right incentives, then they can innovate in that dimension that 
benefits patients by getting them more engaged, and you need a 
system that incentivizes upstream for that to happen downstream. 

Mr. CASSIDY. Thank you all. I yield back. 
Mr. PITTS. The chair thanks the gentleman and now recognizes 

the gentlelady from Florida, Ms. Castor, 5 minutes for questions. 
Ms. CASTOR. Well, thank you, Mr. Chairman, and thank you all 

for your expert advice provided to the committee. 
I want to start off by saying thank goodness for Medicare when 

you look back over the past decades what security that has brought 
to our families all across America, our parents and grandparents. 
We don’t have to worry about our older neighbors falling into pov-
erty because of their health issues as they get older. 

And now with the Affordable Care Act, Medicare is even strong-
er. We have already adopted very important reforms moving ben-
efit. The benefits for Medicare beneficiaries are better. The life of 
the trust fund has been extended. It is not great, though, and I 
worry because I see this huge population of the baby boomers now 
coming into Medicare as they turn 65, and I think this is the right 
time to look at reforms. 

One recent proposal was called the Medicare Essential proposal 
by Karen Davis and others in the Commonwealth Fund. They pro-
pose to combine Parts A, B, and D with a single deductible, copay-
ments, and a ceiling on out-of-pocket costs. In addition, it would 
build incentives for beneficiaries to choose the high-value care we 
have talked about this morning including having them join those 
primary care practices that quality as patient-centered medical 
homes and using providers participating in alternative payments 
like ACOs. I have seen some of these in Florida where they are 
very intensive. The nurses are on the line constantly with their pa-
tients talking about smoking cessation, taking their medications, 
but it is still very difficult. And the inherent part of that proposal 
is the assurance of equitable access for low-income beneficiaries. 

Dr. Neuman, what is your view of that proposal? Do you have 
any criticisms or do you want to highlight the good parts of it? 

Ms. NEUMAN. Well, I think it is a proposal—you are looking at 
a lot of proposals that are trying to achieve similar goals. This pro-
posal is certainly worth looking at, and particularly the features 
that would provide the catastrophic protection and to encourage 
people on Medicare to move toward systems where there are incen-
tives to improve the delivery of care, and I think there is a lot of 
interest in giving beneficiaries access to the kinds of care coordina-
tors, nurse practitioners, the kind of services that you were talking 
about that you have seen, and that would be encouraged under this 
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proposal. It has a relatively low limit on out-of-pocket spending. It 
has a fairly low deductible. So I think it recognizes the needs of 
people with modest incomes, so I would encourage you to take a 
look at that. 

Ms. CASTOR. OK. Doctor, do you want to comment on that? 
Ms. NEUMAN. Yes, I do think that there are a lot of common 

threads in these proposals where there is a consensus emerging 
that the protections that Medicare affords are vital and have to be 
preserved but that moving patients towards programs that foster 
whole health, that look across silos are really engaged with pa-
tients to activate them and to ensure that they are consuming the 
care is actually going to produce help for them with the highest 
value. There are a lot of common threads. Optimistic? I don’t know 
if that is reasonable that we do it that way. 

Ms. CASTOR. Mr. Miller? 
Mr. MILLER. Well, I looked at the Part E proposal, which is 

somewhat of an update of an older one a couple of months ago. I 
appreciate the creative use of the Medicare alphabet but I think it 
is really aiming for Medicare Part U, universal, which trying to 
squeeze out private competition, if you look at the actual 
underpinnings of it, and there are a number of—— 

Ms. CASTOR. Well, that raises another point, because I think the 
Medigap policies, the supplementals, I get your point about are 
they encouraging overutilization, and they seem to be ripe for re-
form and cost savings too. When you look at traditional Medicare, 
the administrative costs are only 2 percent. You look at those 
Medigap policies, and administrative costs are 20 percent. That is 
awfully high. 

Dr. Neuman, where should we be headed in reform of those sup-
plemental policies? 

Ms. NEUMAN. Well, the loss ratio requirements haven’t been 
looked at for some time, so that might be something you might 
want to look at with Medigap policies. I think the issue with 
Medigap is, it may drive up utilization and spending and Medicare 
services but people really rely on Medigap for the security that it 
provides. People seem to want protection. They don’t seem to want 
to have an unpredictable, unaffordable medical expense occur 
throughout the year. There are kind of two sets of proposals out 
there on supplemental insurance. One would prohibit first-dollar 
coverage for Medigap. The other is a surcharge approach or a tax 
approach which would tax both Medigap and employer-sponsored 
plans, and they would have very different effects, depending on 
how they are implemented. 

Ms. CASTOR. Thank you very much. I have run out of time. 
Mr. PITTS. The chair thanks the gentlelady and now recognizes 

the gentleman from Kentucky, Mr. Guthrie, 5 minutes for ques-
tions. 

Mr. GUTHRIE. A perfect trend. My friend from Florida led right 
into my questions. I was going to talk about Medigap. 

A lot of times we talk about transparency in pricing and you 
can’t find the pricing in health care, and if you go to the Houchins 
IGA grocery store in Bowling Green, Kentucky, there is a price on 
everything, because if they didn’t have a price on anything, nobody 
would buy anything because it is out of their pocket. They have got 
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a sign tall enough you can see what their gallon of gas costs going 
down I–65 at 70 miles an hour. So that is just a problem. But I 
will tell you this: if I paid $100 a month to Houchins IGA and they 
allowed me to come in and buy anything that I wanted to because 
I paid $100 a month, not only would prices go away, I probably 
wouldn’t make too intelligent of at least value based. I would buy 
the T-bone steak every time I went in. 

And so there was a 2009 MedPAC study—I think we just started 
getting into it—about beneficiaries with first-dollar coverage and 
they use the system about a third, or they have a third higher 
medical costs than those with no supplemental, and the first-dollar 
coverage regardless of type of plan results in higher Medicare 
spending. And in the June study, MedPAC made some rec-
ommendations to address this. I think we talked about one is a 
copay, a fixed-dollar copay, and the excise tax that you talked 
about. I have some concerns with it. One is that if, say I pay $100 
a month for it and all of a sudden they say you are going to have 
to pay a tax so you have to pay $110, well, that $10 will go into 
the trust fund, I get it, to help offset my cost. That doesn’t change 
my behavior at all. So that just doesn’t seem to—other than put-
ting money in the system, it doesn’t seem to have any change in 
me using a third more. 

Ms. NEUMAN. I think it might have an effect. The effect might 
be different for people with lower incomes. So for people who can 
afford the extra $10 in your example, they pay the $10 and they 
keep their coverage and life goes on and they use services as they 
did. For people who can’t afford the $10, they would probably give 
up their supplemental coverage or they may give up their supple-
mental coverage and then they would face the true costs of what-
ever services they used and—— 

Mr. GUTHRIE. But that would have a negative impact on the poor 
and the excise tax would have a negative impact on the poor recipi-
ent. So it could price people out of the market is what you are say-
ing? 

Ms. NEUMAN. That is right. 
Mr. GUTHRIE. But I guess I would like to talk just—I have got 

2 1⁄2 minutes—of this whole first-dollar coverage and what you 
think should change that. I think Mr. Miller is about to start. 

Mr. MILLER. I was just going to add, in the Medigap area we al-
ready have plenty of evidence that people buy plans that cost more 
than $1 for a $1 in benefits. So we can go through the, you know, 
approach of taxing them a little bit more and making it even less 
of a good deal. I suspect we will still have some people buying it. 
But the 2009 study was very well crafted, because there has been 
a lot of older evidence on the extra costs that are thrown off by 
supplemental coverage. I think it dealt with some of the criticism 
of the earlier work and made it quite clear that more so for indi-
vidual Medigap-purchased insurance, less so for employer-spon-
sored insurance, but all of them have a higher cost impact on Medi-
care, and that is not covered by the Medigap premium or the em-
ployer costs; it is passed onto every other Medicare beneficiary. 

Mr. GUTHRIE. But it continues to add into that ‘‘I don’t have to 
price my health care because it is being covered from first-dollar 
coverage.’’ Dr. Baicker? 
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Ms. BAICKER. And in general, when you tax things, people con-
sume less of them, and the goal I think would be to reform the 
basic Medicare benefit so that people have the vital financial pro-
tections and didn’t need the Medigap policies as much, and then 
pricing the Medigap policies would take into account the extra cost 
they impose on Medicare and other Medicare beneficiaries and 
would hopefully induce people to move towards plans that didn’t 
have so much first-dollar coverage because they were getting their 
out-of-pocket protections from the main Medicare program. They 
would then scale back the consumption of care that is of less value 
and everybody’s care would be a little more affordable. There are 
a lot of steps in that chain, and there is a lot of uncertainty about 
how big each of those steps would be but we know that Medigap 
policies today are priced much lower than their true cost and so we 
are subsidizing the kind of care that produces very little health, 
and that doesn’t seem like a great way to continue. 

Mr. GUTHRIE. Any further discussion? Dr. Neuman, any other 
points? 

Ms. NEUMAN. Well, we are subsidizing—some of what we are 
subsidizing probably produces good health but some of it may not, 
so there is a mix there. 

Mr. GUTHRIE. But there is a desire in this. We have to recognize 
that people want to insure themselves against ‘‘I just don’t want to 
have to face this. I would rather pay a little bit each month and 
not have to face it.’’ 

Ms. NEUMAN. Many people on Medicare are living on fixed in-
comes so they don’t like the idea. 

Mr. GUTHRIE. Exactly. So it is a good benefit. 
Ms. NEUMAN. And I think the issue here is in a benefit redesign, 

if the deductible is relatively high and the out-of-pocket limit is rel-
atively high because of budget constraints, then it may not dampen 
the demand for supplemental coverage if people still will feel ex-
posed to a high deductible and they can’t afford to get to that limit. 

Mr. GUTHRIE. I think I just ran out of time. I appreciate it. I 
yield back. 

Mr. PITTS. The chair thanks the gentleman and now recognizes 
the gentlelady from Virgin Islands, Dr. Christensen, for 5 minutes 
for questions. 

Mrs. CHRISTENSEN. Thank you, Mr. Chairman. Welcome to the 
panel this morning. 

Dr. Neuman, I really appreciate your testimony, especially your 
focus on economic circumstances and health status of Medicare 
beneficiaries and they need to be mindful of both the intended and 
unintended consequences of benefit design. 

Broad cost-sharing requirements have a significant impact, as we 
have said, on low-income seniors. I worry that even with an at-
tempt to build in low-income subsidies, this could still create bar-
riers to necessary health care for vulnerable seniors and worsen 
health disparities that already exist. Could you comment on that 
further? 

Ms. NEUMAN. You raise a good point. There are enormous dis-
parities in income and assets of seniors by race and ethnicity. So 
people of color would be negatively affected by an increase in cost 
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sharing unless there were adequate protections. That is a real 
issue. 

Mrs. CHRISTENSEN. And we have heard a lot this morning of 
course because the focus is on Medicare today, but Medicaid is also 
an important program for millions of seniors and benefit design 
could affect that. Could you talk about the role Medicaid plays for 
these low-income individuals and why it is so important? 

Ms. NEUMAN. Yes, Medicaid plays an enormous role in providing 
financial security for people with very low incomes and very modest 
assets. So today Medicaid fills in the gaps, helps with cost sharing, 
helps with premiums, provides other benefits, but not all low-in-
come qualify and are covered by Medicaid. So for those who are 
just above the Medicaid eligibility level, they are responsible for 
their full cost-sharing obligations and premiums and uncovered 
services are everyone else is and may or may not be able to afford 
supplemental coverage. 

Mrs. CHRISTENSEN. Right. I will just take off from that. Some 
people have proposed limiting the amount the federal government 
pays for beneficiaries, either through a cap or per-person payments 
or cap on total federal spending. How might such a proposal affect 
coverage for access to care for these vulnerable populations? 

Ms. NEUMAN. I think it would shift the risk from the federal gov-
ernment or State governments to the Medicare population and the 
poorest on Medicare. 

Mrs. CHRISTENSEN. I am just curious. As a physician who took 
care of Medicare patients, a lot of comments have been made about 
the increased cost when there is not significant cost sharing. In my 
experience, Medicare did not pay for unnecessary care, so is it a 
guarantee that just having no cost sharing increases the cost? Be-
cause it might increase visits but if Medicare doesn’t pay for visits 
that are unnecessary, tests that are unnecessary—and anyone can 
respond. I am just curious, because I have had things denied reim-
bursement. 

Ms. BAICKER. So I think you are highlighting that the black-and- 
white nature, necessary versus unnecessary, is much messier in 
the real world. There is a continuum of value that care produces 
from urgent lifesaving care to care that I do think is unnecessary 
or even potentially harmful. If you look at the example of testing 
for prostate cancer in older men, Medicare pays for that, and there 
is an age beyond which the test actually can do more harm than 
good because it is detecting cancers that would not actually kill the 
person and it subjects the patient to downstream procedures and 
costs that may actually do them harm, and Medicare does pay for 
that. At the same time, it makes mistakes in not paying for stuff 
that is valuable. So I think there are both types of mistakes in the 
current program: paying for stuff it shouldn’t and not paying for 
stuff it should. 

Mrs. CHRISTENSEN. Well, I also think on that prostate issue that 
we probably need some more research done and information, but 
providers can make judgments even at an older age with a person 
that has a positive or a high PSA. 

I am going to yield back the balance of my time, Mr. Chairman. 
Mr. PITTS. The chair thanks the gentlelady and now recognizes 

the gentleman from Florida, Mr. Bilirakis, 5 minutes for questions. 
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Mr. BILIRAKIS. Thank you, Mr. Chairman. I appreciate it very 
much, and I thank you for your testimony. 

The question is for Mr. Miller. First question, in your testimony 
you talk about various ideas of structuring benefits with different 
cost shares and deductibles. Is it worthwhile to have multiple 
Medicare plans in the marketplace? First question. We could estab-
lish an actuarial value and allow various plans of different pre-
miums, deductibles and cost shares. This would allow seniors to 
choose a plan that fits their lifestyle and health status rather than 
a one-size-fits-all plan 

Mr. MILLER. It is correct that there is more than one way to con-
figure insurance benefits, and certainly seniors should look forward 
to that. I think what you are hinting at is a better structured 
version of the current competition we have between fee-for-service 
Medicare and Medicare Advantage plans and the premium support 
model, which could provide that type of more vibrant competition. 
You have to have a starting point, though. How is the basic benefit 
defined legally from which then plans can vary in terms of how 
they meet an actuarial equivalent of that or charge a supplemental 
premium for people who want more coverage than what that basic 
one is how the bids are determined. There is a harder question as 
to whether or not we can allow the Medicare fee-for-service pro-
gram to offer more than one version. People are a little resistant 
to that, but if that enhanced Medicare fee-for-service with other 
benefits is not subsidized, where it is actually charging an extra 
premium that people have to pay the cost of it, then that would be 
the type of level playing field competition that we always talk 
about in theory but never deliver in practice. 

Mr. BILIRAKIS. Thank you. Next question for all. I know we have 
touched on a lot of these issues, but I want to give you an oppor-
tunity to elaborate a little bit. This one has to do with trans-
parency. 

One of the great challenges of health care is the issue of price 
transparency. Health care is perhaps one of the biggest sectors of 
our economy where no one really knows the cost of service. I go to 
the doctor, I pay a copay, I know what the cost of that visit is be-
fore I go. I go to the doctor, I pay a coinsurance, I don’t know what 
the visit will cost me until after the visit. When designing a new 
benefit structure, how can we increase the level of transparency in 
the system so beneficiaries can know what their costs will be before 
they even visit the doctor? And that is a question for the entire 
panel. 

Ms. BAICKER. So this is something beneficiaries complain about 
rightfully a lot, that they have no idea how much a service costs, 
and physicians aren’t really in the business of giving them that in-
formation either, and so one model is to go to copayments where 
you know $10, $20. It is known ahead of time. Another model is 
to make sure that the prices are easily knowable to the patients 
beforehand so they can make informed decisions and so their pro-
viders can help them too. If the providers don’t know how much 
something costs, how can they make recommendations that are in 
their patient’s best interests? 

Mr. BILIRAKIS. How do you suggest we do that? 
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Ms. BAICKER. Well, there could be a requirement that prices are 
transparent, and that is going to depend on what insurance prod-
uct the patient has and what has been negotiated between the in-
surer and the provider. There could be a move towards copayments 
instead of coinsurance. Either could achieve similar ends in terms 
of transparency but would have different effects, I think, on the ne-
gotiations between insurers and providers, not in the case of fee- 
for-service Medicare, of course. 

Mr. BILIRAKIS. OK. Dr. Neuman? 
Ms. NEUMAN. Well, I would just say it is less of an issue with 

fee-for-service Medicare than it is in the commercial market for the 
rest of us who are out there wondering what the price of various 
services are. I think copayments would be a lot easier for people 
in Medicare to understand. That is what a lot of the Medicare Ad-
vantage plans are doing now. And I think it would just be easier 
to anticipate well, if I go to the emergency room versus go to my 
doctor, I am going to pay this much more so I better—I should try 
to wait and see my doctor. 

Mr. MILLER. If you want beneficiaries to know the real costs of 
the care, copayments are somewhat, you know, sometimes well, 
sometimes arbitrarily assigned and they tend to converge in certain 
clusters. If you go to a coinsurance approach, if you know the coin-
surance rate and it tends to be uniform, you automatically know 
what the full cost of the covered service was. It just a simple mat-
ter of multiplication. So you both see what you are paying and you 
know what the all-in cost was that other people are picking up. 

Mr. BILIRAKIS. Very good. Mr. Miller, traditional Medicare fee- 
for-service operates in two different silos, Part A, of course, and 
Part B, without either part talking to each other. Medicare Advan-
tage provides a comprehensive benefit with better coordination be-
tween a hospital and the outpatient settings. Do we have data eval-
uating Medicare Advantage against traditional fee-for-service? 
Does Medicare Advantage provide lower costs and better outcomes 
compared to the traditional fee-for-service? 

Mr. MILLER. We have some studies which if you look at certain 
areas will say they are more effective in what they do. I don’t think 
there is a comprehensive evaluation which can do an apples-to-ap-
ples across-the-board evaluation of that because the programs oper-
ate so differently. In addition, although we have changed some of 
the rules for the way the bids are set up and how they are reim-
bursed, we have not had them operating on the same level playing 
field entirely. So for a period of time we paid more to the Medicare 
Advantage plans in order to bring in more service and more enroll-
ees. Now that is being pulled back. We are not exactly at a total 
equivalence to make an all-in comparison. 

Mr. BILIRAKIS. What lessons have we learned from Medicare Ad-
vantage, the entire panel, if we redesign traditional Medicare? 

Ms. BAICKER. So I think Medicare Advantage has evidence of bet-
ter coordinated care, although not uniformly lower costs. I do think 
there is the potential that when Medicare Advantage promotes best 
practices and higher-value care, that can have system-level con-
sequences because the same hospitals and the same providers treat 
MA patients in traditional Medicare patients so if they improve 
their efficiency for a critical mass of patients, that can have sys-
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tem-level ramifications, and we see some evidence of those 
spillovers. 

Mr. BILIRAKIS. Dr. Neuman? 
Ms. NEUMAN. In a recent review of the literature, we have found 

that there is sort of mixed evidence, and the evidence is pretty 
early, so there is some evidence of some positive outcomes and indi-
cators from Medicare Advantage plans but not all Medicare Advan-
tage plans are alike, and so I think it will be important to see what 
constitutes an effective plan and what produces positive outcomes, 
and I think we don’t quite know yet. 

Mr. BILIRAKIS. Mr. Miller, what lessons have we learned? 
Mr. MILLER. We have learned that it is pretty hard to do this, 

particularly through political means, and I think the lesson we 
should take is perhaps if we can get it out of Washington into the 
hands of doctors and patients, we might actually begin to sort this 
out and find a better balance. 

Mr. BILIRAKIS. Very good. 
Mr. PITTS. The gentleman’s time is expired. 
Mr. BILIRAKIS. Thank you. 
Mr. PITTS. The chair recognizes the gentleman from Maryland, 

Mr. Sarbanes, for 5 minutes for questions. 
Mr. SARBANES. Thank you, Mr. Chairman. 
I wanted to shift away—we have been talking about sort of in 

the context of the Medigap policies and so forth—about what you 
do to address over utilization of procedures and services that may 
not be as necessary as others on a continuum. I wanted to go to 
the other side of the spectrum and talk about how reimbursement 
methodology and the benefits structures can address underutiliza-
tion of services, particularly on the preventive side, that we would 
like to see patients take up more, and we have seen some reforms 
have gotten a lot of attention in the last year or two. Annual 
wellness visits now are covered without a copayment, so there is 
no out-of-pocket expense for the patient—certain kinds of 
screenings, mammography screening, colonoscopy, and so forth. 
But I wondered if you could just—all the panelists could just speak 
to that end of the spectrum and some of the innovations you see 
that really go to this goal of empowering patients to be full part-
ners in their care, which is really talking about how do you boost 
up the preventive ownership that they have, and also speak to not 
just the services that get provided that are preventive services, let 
us say, but some of the new technologies that are being made avail-
able that patients can use to better manage their own care on the 
prevention side and what sort of coverage and benefits do you see 
coming into the picture there. 

Ms. BAICKER. That is a big and important topic, and I agree with 
you that sure, payments can influence underutilization. Some serv-
ices are underutilized because they are underreimbursed but there 
is a whole world of other behavioral factors beyond payments that 
affect patient engagement and adherence and management of their 
diseases, and innovation in provision of those preventive services 
can range from—there are medicine bottles that now can radio 
whether the bottle has been opened or not so there can be external 
monitoring and promotion of adherence. You know whether the pa-
tient has actually taken the pill. There are visiting professionals, 
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nurses, other health care providers who can help coordinate care 
in the home for patients who have trouble getting out of the home 
or coordinate patient groups, and I think all of those mechanisms 
for investment in wellness have potential long-term really big posi-
tive implications, and the reason we see employers getting involved 
is that people often have a longer-term relationship with their em-
ployer than they do with their insurer and they spend eight-plus 
hours a day in the workplace, and that is a great site to promote 
that kind of investment. 

Ms. NEUMAN. I am going to talk about prevention in a different 
sense for an older, frailer population. So there are delivery-system 
reforms being tested now, for example, the Independence at Home 
demonstration, where a physician and teams of professionals come 
into the home with the idea of engaging the patient and family 
members to prevent patients from needing to go to the emergency 
room or having to go to the hospital, and they employ technology 
in the home that can help the medical team and the social services 
support team monitor what is going on in the home in order to pro-
vide care in the most appropriate setting, which in this case is also 
the lowest cost setting and what patients and their families prefer. 
So through technology and through a tested intervention of pro-
viding team-based care in a home setting, Medicare is exploring the 
idea of providing better care to people in the most appropriate set-
ting using new technologies and electronic medical records to man-
age patients better. 

Mr. SARBANES. I have recently run into a number of pharmacists 
and they have sort of raised this issue of how reimbursement 
works for the services that they assert they are providing that are 
not covered at all, and that is an example of frontline interaction 
with patients. It can make a huge difference in a lot of patients 
who are very dependent on the pharmacist for giving them some 
guidance. Can you talk about whether there is any look at sort of 
what the benefit structure and reimbursement is in that arena? 

Ms. BAICKER. So without speaking specifically to pharmacists, I 
don’t know as much about that issue as I would like to, I think 
having bigger teams of caregivers from doctor to nurse to phar-
macist to home visitation would promote looking at sort of the 
whole patient, that disease management is not about any of the 
silos, and the siloed reimbursement that we do that under-
reimburses some and overreimburses others really discourages the 
team-based approach to being responsible for a group of patients’ 
outcomes among a group of providers that we give some more flexi-
bility and say, here is who would really help this patient, it is this 
kind of provider. Let us put more resources towards that and let 
us take resources away from this type of patient. 

Mr. SARBANES. Thanks very much. I will yield back. 
Mr. PITTS. The chair thanks the gentleman and now recognizes 

the chair emeritus of the full committee, Mr. Barton, 5 minutes for 
questions. 

Mr. BARTON. Mr. Chairman, I don’t have any questions. I will be 
happy to yield my time to anybody who wishes it. 

Mr. PITTS. Mr. Lance? 
Mr. LANCE. Thank you, and good morning to you all. It is a very 

interesting panel and a very important issue. 
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Some raise concerns about the escalating costs of new medical 
treatments in the context of the Nation’s growing entitlement pro-
gram costs, and we are all concerned about that obviously. Dr. 
Baicker, you note in your testimony that technological innovation 
raises the stakes in this debate. There are different ideological ap-
proaches to controlling costs, especially those associated with new 
treatments. Some choose to develop a framework in the health care 
reform law whereby the government would choose value rather 
than the consumer or the patient by implementing the govern-
mentally driven model such as IPAB, and of course, IPAB is some-
thing that I oppose and many oppose on a bipartisan basis, particu-
larly here in the House. 

Could you speak to the value of a cost-sharing framework where 
Medicare enrollees would choose services and treatments if they 
were spending their own funds? 

Ms. BAICKER. I agree that the rise in costs raises the stakes in 
that there are new treatments all the time that could provide real-
ly valuable benefits, and there are new ways to spend money that 
might not provide high health value, and if we were to cover every 
possible service that might benefit every possible beneficiary even 
a little bit with public funds, because of innovation, that could be 
more than 100 percent of GDP. So there has to be some way to al-
locate those resources, and I would argue that the more flexible 
that is, the more patients have some choices about the bundle of 
care that is right for them. I think we can’t afford to be subsidizing 
the use of low-value care for high-income beneficiaries but it is very 
hard to write down a set of rules that says this is the type of serv-
ice that is worth it and this isn’t. 

Mr. LANCE. Thank you. Would anyone else on the panel like to 
comment? Dr. Neuman? 

Ms. NEUMAN. Well, I would just say it is so hard for patients to 
make these decisions, particularly when they are sick and they are 
scared. You know, you think of somebody who has just been diag-
nosed with some form of cancer and they go to their doctor and 
their doctor says there are three treatment options for you, and I 
think you should do this one because I am the expert, and the doc-
tor rarely says that one is going to be the more expensive one and 
it is a new technology and all that other stuff. When you are 
scared, you go to the expert and you are rarely thinking about 
what is the cost to me, I really want to live and survive this dis-
ease. 

Mr. LANCE. Thank you. Mr. Miller. 
Mr. MILLER. What we are struggling about is a decision between 

the locus of decision making and changing the degree to which it 
currently resides. I think the better way to go is an approach to-
ward more delegated but informed decision making with greater in-
volvement, not maximum involvement, not unrealistic at the bene-
ficiary and consumer level. We need to remember that seniors are 
allowed to manage the rest of their budgets without Washington 
telling them what is high value and low value. They have other in-
come that they have to spend on other things and we don’t say 
here is what your benefit structure is for your food, your housing, 
the other things you are going to spend it on. That can be driven 
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to unrealistic levels, and that is why we have the protections for 
low-income seniors. 

The other thing to remember is that the default option often is 
not to do the most high-level perfectly calibrated value judgments 
in what we cover. Instead, what we do—and this is the Affordable 
Care Act—we reduce reimbursement across the board and pretend 
that we haven’t taken away anyone’s benefits when we have actu-
ally hollowed them out by doing it through the pass-through pro-
viders-less. 

Mr. LANCE. I thank you. Let me say that I hope as we move for-
ward, we might review some of the provisions of the Affordable 
Care Act. Obviously, I did not support it, but moving forward, I 
hope that we have the opportunity to review, for example, IPAB, 
and I believe, based on my observation, that there is a bipartisan 
consensus, particularly here in the House, that we should revisit 
that issue. 

Thank you, Mr. Chairman. I yield back the balance of my time. 
Mr. PITTS. The chair thanks the gentleman and now recognizes 

the gentleman from Texas, Mr. Green, for 5 minutes for questions. 
Mr. GREEN. Thank you, Mr. Chairman, for holding the hearing, 

and I thank our witnesses for appearing. 
We hear a lot from my colleagues on the Republican side that 

there needs to be more cost sharing in the Medicare program. Cost 
sharing makes sense, making sure beneficiaries have skin in the 
game and good policy. That is why we already do it. Seniors spend 
a lifetime of working to pay into the system. Once beneficiaries are 
eligible, they rack up thousands of dollars in bills due to cost shar-
ing. If we continue to decrease the portion paid by the government, 
more and more future retirees will be unable to pay their bills. 
With the system remaining solvent until 2026, we have the time 
to make sure we can do it right. Benefit redesign and more cost 
shifting to beneficiaries become necessary but the devil is in the de-
tails. For instance, we should look at a value-based system and a 
system where higher-value procedures the government should be 
willing to pay more for lower-value procedures but beneficiaries 
should pay more. At the same time, we should focus on strength-
ening preventive care and improving quality outcomes, which save 
money now and later. Cost sharing and benefit redesign cannot 
happen alone, and it must be done carefully, and out-of-pocket ex-
penses must be predictable and necessary health care must be high 
quality and low cost. 

Dr. Neuman, is it necessary to approach cost sharing and benefit 
redesign with nuance, and can you explain in your testimony about 
the incentivizing adoption of high-value care and what kind of care 
would be high value? 

Ms. NEUMAN. For reasons which you just described, I think it is 
very important to approach this with nuance. I think we have all 
three of us talked about the importance of maintaining and improv-
ing protections for people with low and modest incomes, and trying 
to make—adding catastrophic protection but moving together the 
pieces in between is complicated without shifting costs onto certain 
people. There seems to be a great deal of interest in moving people 
toward high-value care but deciding what is high value remains a 
challenge. So I think I would imagine we would all agree that there 
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are a lot of points of agreement including we should move very 
carefully given the importance of this program and the protections 
it provides. 

Mr. GREEN. And I do think that even the private sector is moving 
to that. There was an article just recently about companies, em-
ployers coming together and saying in California this is—these are 
the standard prices and this is what we will pay; now, if you want 
a higher value, you are on your own, it is out of network so to 
speak. So maybe the market is actually doing that but it would 
help the market if we used Medicare because that is our national 
health care to be able to talk about it. 

Ms. BAICKER. Well, I think it can go both ways. There are times 
when the market follows Medicare, and this could be a time where 
Medicare follows the market and learns from the best practices 
that are already taking place. 

Mr. MILLER. We find that private plans and private markets, be-
cause they have to meet a bottom line, they have to satisfy their 
enrollees, they are in business every day competing with other peo-
ple, they have to find that high value. They are motivated to do it. 
It is a lot harder in our system to do this politically. The idea that 
you are going to be voting every year in Congress on, well, what 
is the latest set of high-value calculations is not realistic in the 
same way delegating it to—well, somewhere in HHS and CMS they 
will figure it out and we will all be happy about that. Again, kind 
of transcends the bounds of what we have normally seen in the 
past. 

Mr. GREEN. And I agree, and we know when we—a lot of have 
a change in how medicine is practiced is something we have al-
ready—everybody says oh, that is not the way it should be and we 
are always second-guessing. 

Dr. Neuman, how has the Affordable Care Act added value to 
Medicare? 

Ms. NEUMAN. Well, in a number of ways. I think one of the clear-
est ways it has helped is to slow the growth in Medicare spending 
so it will keep Medicare around for future generations. It will help 
to sustain the program for longer, and that is probably not some-
thing that has gotten a whole of attention. I think also it is putting 
in place delivery-system reforms to be tested which could have fun-
damental effect on the future of the delivery of care for maybe cur-
rent generations but the future generations of Medicare bene-
ficiaries. There are maybe dozens of delivery-system reforms that 
are being tested. Maybe all of them will not work. But to the extent 
that any of them are going to improve care and better coordinate 
care, that will make a fundamental shift. 

Mr. GREEN. Well, I know I have only 29 seconds, but the med-
ical-home issue—— 

Ms. NEUMAN. Medical home is a good example. There are a num-
ber of them. 

Mr. GREEN. And also looking at the preventive care, and it just 
makes so much sense that if you are diabetic to have these annual 
Medicare exams to make sure. We know also that the lower your 
income, the less you are likely to go if it costs you money. 

Ms. NEUMAN. Exactly, and of course, there is the infamous donut 
hole which creates enormous problems for people if they have those 
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high expenses, which will now be closed as a result of the Afford-
able Care Act. 

Mr. GREEN. It is closing slower than I would like but it is closing. 
I yield back my time. 

Mr. PITTS. The chair thanks the gentleman and now recognizes 
the gentleman from New York, Mr. Engel, 5 minutes for questions. 

Mr. ENGEL. Thank you very much, Mr. Chairman. Let me first 
say that I would like to see a Medicare benefit structure that pro-
tects beneficiaries from catastrophic expenses, encourages the use 
of high-value services, and strengthens the financial protection for 
low-income beneficiaries, and having voted against the Ryan budg-
et for the last 3 years, I will not support proposals that seek to cut 
Medicare benefits or dramatically increase vulnerable beneficiaries’ 
out-of-pocket costs for vital health care services. As we try to trans-
form the health care system into one that promotes prevention and 
early intervention, I worry, very much worry that proposals that 
include higher deductible and copayments could be a hindrance to 
this effort. 

So Dr. Baicker, I like the example you gave earlier with dia-
betics. I fear both the human and cost implications if higher cost 
sharing for doctor’s office visits resulted in, for example, a diabetic 
foregoing regular blood sugar monitoring and that eventually re-
sulted in an expensive hospitalization and debilitating health care 
requirements. So let me ask you, Dr. Baicker, and also Dr. 
Neuman, can you elaborate on how increased cost sharing might 
have a negative impact on treatment adherence? 

Ms. BAICKER. Yes. I think it is important that cost sharing be 
nuanced, as we all have said, and not crude, and just increasing 
cost sharing could drive people to forego care that has long-run 
payoffs, and we want to avoid that. That said, there is a lot of care 
that has really questionable health benefit that I think our system 
can’t afford to subsidize. So the question is, can we lower the sub-
sidies or increase the cost sharing or prices for care that doesn’t 
produce that downstream benefit and use those resources to shore 
up services that have really high value, particularly for low-income 
beneficiaries, and I think it is hard to write down a set of rules 
that says this yes, this no, but I very much agree with your ques-
tion that we need to subsidize that kind of care so that people don’t 
forego things that would improve their health. 

Mr. ENGEL. Thank you. Dr. Neuman, do you agree? 
Ms. NEUMAN. Yes, I do agree. I mean, a very good example is the 

home health copay or coinsurance, which people have talked about, 
because Medicare does not apply copayment or coinsurance to these 
services. So who uses home health services? This is older, frailer 
women. Many have been to the hospital and are out. So a coinsur-
ance would affect people who have many, many visits and it would 
probably discourage a lot of visits. Some of them may or may not 
be necessary but they are visits that have been ordered by a med-
ical professional. So it would clearly either shift costs onto the old-
est and frailest and/or reduce utilization, and some people think 
that is a good idea, but there are risks to doing something like 
that. The alternative approach is to think about ways of creating 
incentives for the providers of care to provide appropriate care so 
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that people don’t get too much of what they don’t need but they get 
what they do. 

Mr. ENGEL. Thank you. I know that studies have looked at the 
impact of younger populations but I want to ask both of you, do ei-
ther of you know of studies that have specifically looked at the im-
pact increased cost sharing might have on rates of hospitalization 
with older and sicker populations like those served by Medicare? 

Ms. BAICKER. There is one study that comes to mind immediately 
that looked at increasing the cost sharing for pharmaceuticals for 
a Medicare population that had wraparound coverage in California, 
and when you increase their copayments for drugs, they took fewer 
of them, but that was partially then offset by increased hospitaliza-
tions downstream and that increase in hospitalizations was con-
centrated among people who had multiple chronic conditions. It 
didn’t completely offset the cost savings for the reduction in phar-
maceutical use but those benefits accrued to different people be-
cause there were different insurers involved, so it is a great exam-
ple of spillovers across silos and the importance of unifying insur-
ance and care. 

Ms. ENGEL. Thank you. Dr. Neuman, I agree with your written 
testimony, the statement in your written testimony that Medicare’s 
current benefit designs are complicated, and for seniors lived on 
fixed incomes, it can be really difficult for them to accurately budg-
et for health care costs given the various deductibles, premiums, 
copayments and coinsurance rates in Medicare. In May 2013, just 
a couple months ago, analysis by your organization, the Kaiser 
Family Foundation, found that 18 percent of seniors in my home 
State of New York are living in poverty under the supplemental 
poverty measure and they just simply cannot afford to pay more. 
So as we look at benefit redesign, can you elaborate on the benefit 
you seek to replacing coinsurance rates with copayments? 

Ms. NEUMAN. Sure. The supplemental insurance measures high-
er because it takes into account health expenses, and so that is 
what people are incurring, which produces larger estimates of sen-
iors in poverty. Copayments can be structured so that they are less 
onerous, so a great example is back to the home health care we just 
gave. Coinsurance could be an insurance on every visit which 
would build up and up and up over time. An alternative would be 
a copayment on an episode of care which would be fixed, more pre-
dictable and wouldn’t penalize those who have extensive need for 
home health services. 

Mr. ENGEL. And let me ask you a final question, either one. 
MedPAC’s 2012 recommendations on benefit redesign included the 
recommendation that the Secretary of Health and Human Services 
have the authority to make value-based changes to Medicare’s ben-
efit design. So can you describe what this might look like with a 
real-world example, and why this would be of value in our rapidly 
changing health care system? 

Ms. BAICKER. Sure. So home health, I think, is an interesting ex-
ample because it is a really important benefit for millions of people 
but it has been subject to some fairly well publicized overuse, po-
tentially even abuse, of extreme rates of utilization for populations 
where it might not have such a high benefit. If there were more 
careful delineation of the cases in which it actually benefited people 
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and they were protected from copayments or had reduced copay-
ments for those cases versus patients where there are lots of alter-
natives that might do just as well for them and where the utiliza-
tion is less warranted, you could then ensure that this vital benefit 
for some is protected by cutting back on overuse in other cir-
cumstances. 

Mr. ENGEL. Thank you. Thank you, Mr. Chairman. 
Mr. PITTS. The chair thanks the gentleman. That concludes the 

questions of the members who are present. I am sure there will be 
more questions from members who are not here, and we will ask 
them to submit those. We will submit those to you in writing, and 
we ask the witnesses to please respond promptly. I remind the 
members that they have 10 business days to submit questions for 
the record, so they should submit their questions by the close of 
business on Friday, July 12. We have a unanimous consent re-
quest. 

Mrs. CHRISTENSEN. Thank you, Mr. Chairman. I ask unanimous 
consent to include in the record the AARP testimony that was 
given at Ways and Means on the issue of benefit restructuring. 

Mr. PITTS. Without objection, so ordered. 
[The information appears at the conclusion of the hearing.] 
Mr. PITTS. Very, very informational. Thank you very much for 

your testimony today. And without objection, the subcommittee is 
adjourned. 

[Whereupon, at 11:50 a.m., the subcommittee was adjourned.] 
[Material submitted for inclusion in the record follows:] 
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to Redesign the Program's Outdated Benefit Structure 

Before the 
Subcommittee on Health 

Committee on Energy and Commerce 
U.S. House of Representatives 

June 26, 2013 

This statement is submitted on behalf of the 1.6 million workers and retiree members of the 
American Federation of State, County and Municipal Employees (AFSCME). 

AFSCME is proud of labor's historic role in the creation of Medicare, a federal social 
insurance program that is indispensable to our country. When President Johnson signed Medicare 
into law on July 30, 1965, he spoke of its profound promise: 

"No longer will older Americans be denied the healing miracle of modern medicine. No 
longer will illness crush and destroy the savings that they have so carefully put away over a 
lifetime so that they might enjoy dignity in their later years. No longer will young families 
see their own incomes, and their own hopes, eaten away simply because they are carrying 
out their deep moral obligations to their parents, and to their uncles, and their aunts. And no 
lpnger will this Nation refuse the hand of justice to those who have given a lifetime of 
service and wisdom and labor to the progress of this progressive country." 

For today's 50 million Medicare beneficiaries and the millions who will depend on this 
program in the future, the need for Medicare to remain a bulwark against financial ruin, caused by 
the caprice of illness and disability, rings as true in 2013 as it did nearly five decades ago. 

Changes to Medicare Should be Aimed at Improving Coverage. Not Deficit Reduction or to 
Pay For Replacing the Sustainable Growth Rate Payments to Doctors 

Medicare benefit design must not be a diversion to disguise shifting costs onto beneficiaries 
or employers who provide retiree coverage or making health care unaffordable for the majority of 
seniors and individuals with disabilities. While the details may vary, the underlying premise of 
many benefit redesign proposals is to increase out-of-pocket costs for beneficiaries. The pretense of 
these proposals is that Medicare beneficiaries are over-insured and increased cost sharing is an 
appropriate means of limiting unnecessary health care services. As Congress looks at beneficiary 
cost sharing within the Medicare program, the focus must be on expanding benefits and reducing 
beneficiary costs. 
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Half of all people with Medicare live on incomes of less than $22,000 per year. Medicare 
households spend 15% of income on health care costs compared to the just 5% spent by non­
Medicare households. In short, Medicare beneficiaries are often forced to choose between making 
ends meet and getting the medical care they need. Increasing out-of-pocket health care costs for 
beneficiaries will jeopardize the health of seniors and individuals with disabilities who rely on 
Medicare. 

Increasing beneficiary cost sharing (either directly or by constraining supplemental 
policies that cover Medicare cost sharing) is a misguided approach to benefit redesigu because 
it will limit beneficiary access to necessary care. Building in extra costs and charges for 
beneficiaries is a blunt and inefficient tool for cutting costs. In reducing utilization, it will prevent 
beneficiaries from getting the appropriate care they need. This troubling implication is 
acknowledged by the Medical Payment Advisory Commission (MedPAC) in its June 2012 benefit 
redesign proposal. The National Association of Insurance Commissioners (NAIC) has strongly 
recommended against further cost sharing to Medicare supplemental insurance policies, known as 
Medigap plans, because of the harm to the health of beneficiaries and the Medicare program in the 
longrun. 

The classic RAND Health Iusurance Experiment, which did not include Medicare 
beneficiaries, found that reduced use of services resulted primarily from participants deciding not to 
initiate care. But it reduced both needed and unneeded health care services. Once patients entered 
the health care system, cost sharing had a limited effect on intensity or cost of an episode of care. 
The study also found that the absence of cost sharing (free care) improved the control of treatable 
chronic diseases such as hypertension, and improved the mortality of patients, especially for the 
poorest patients in the experiment. The implication from this study is that reducing costs for 
treatable conditions can save lives and that cost sharing is an unreliable tool for reducing health care 
use. 

It seems dubious at best (and potentially cruel at worst) to ask beneficiaries to second-guess 
their doctor's recommendations or to shoulder the full responsibility of evaluating the extent to 
which they need medical care in the first place. Increasing cost sharing does more harm than good 
for the very sick, for the old and for the poor. While asking beneficiaries to pay higher co-pays or 
coinsurance may reduce federal expenditures in the short run, it simply moves these costs from the 
government onto beneficiaries. 

Increasing cost sharing focuses on the wrong problem as a means of curbing overall health 
care costs and is not likely to remedy high costs. As compared with other industrialized nations, our 
high medical spending is driven by high prices, not high utilization.2 Raising the out-of-pocket 
costs on beneficiaries will not reduce high medical prices. Indeed, providers may increase prices if 
utilization drops. 

Similarly, changing Medicare to a premium support plan is a benefit structure 
redesign that gives less and less purehasing power to beneficiaries. Even if one viewed a 

1 National Association of Insurance Commissioners, "Medicare Supplemental First Dollar Coverage and Cost Shares 
Discussion Paper" (October 201 n. 
2 Gerard F. Anderson, Uwe E. Reinhardt, Peter S. Hussey, and Varduhi Petrosyan, "It's The Prices, Stupid: Wby The 
United States Is So Different From Other Countries" Health Affairs, 22, no.3 (2003):89-105. 
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premiwn support plan as a form of competitive bidding, by breaking up the Medicare pool we are 
undermining the clout that seniors have in negotiating affordable prices with providers and insurers. 
Offering both private plans and traditional Medicare uses the promise of choice and the false lure of 
competition to disguise the diminishment of Medicare's function to deliver guaranteed benefits, 
pool resources and protect beneficiaries from unexpected health care costs. 

An alternative form of premium support would provide coverage for a limited range 
medical services or pool of providers, but allow beneficiaries to pay for additional coverage or 
treatments. Some have proposed diluting Medicare's level of guarantee benefits and allowing 
higher-income beneficiaries to conswne Medicare's current coverage - and with it the possibility of 
better health outcomes - through their own fmances. This is a plan for rationed care, that divides 
the Medicare population by income, and undermines the foundation of Medicare to provide 
coverage regardless of a beneficiary's health status or income. Aside from the obvious problem of 
rationing care under Medicare, these proposals offer a new twist on what is often called balance 
billing. Under balance billing doctors would be allowed unfettered discretion to charge Medicare 
beneficiaries for covered treatment. Under this proposal, treatments and medical services now 
covered by Medicare would not be covered but still accessible for those able to pay the balance bill 
of whatever providers choose to charge. 

The requirement that participating physicians cannot charge beneficiaries more than 
Medicare reimburses for all covered services and that non-participating physicians limit the 
additional charges for Medicare covered services, is particularly important for a population that 
cannot afford more cost sharing. Allowing unfettered balance billing will tum Medicare's promise 
of guaranteed benefits regardless of health status and income on its head. The new promise of 
Medicare under these proposals would be that after a lifetime of hard work, only the wealthy will 
have access to the miracles of modem medicine. 

Conclusion 

Medicare is an amazing success story - providing health and financial security to millions of 
Americans even during the worst economic crisis since the Great Depression. AFSCME urges 
Congress to reject proposals to redesign Medicare in a way that builds in extra cost sharing for 
beneficiaries. This would allow sick and older seniors and individuals with disabilities, who are on 
limited incomes, to be denied needed health care because of additional out-of-pocket costs. 

While we oppose achieving short-run federal savings through beneficiary cost savings 
because such savings are shortsighted, we do support eliminating sweetheart deals for the 
pharmaceutical industry that lead to overpayments for prescription drugs. For example, when 
Congress enacted the Medicare Part D drug benefit, it prohibited Medicare from negotiating lower 
drug prices with drug companies. Ending this prohibition could save Medicare more than $200 
billion over 10 years. In addition, the Medicare Part D law resulted in a substantial drug 
manufacturer windfall because it ended the then-existing requirement that manufacturers pay 
rebates for beneficiaries who are eligible for both Medicare and Medicaid (known as dual eligible) 
and low-income Part D enrollees. Reinstating the rebates that were required before 2006 would 
ensure that taxpayers and the Medicare program do not overpay for Part D drugs. 

We would be remiss if we did not point out that Medicare excludes the vital services that 
many seniors and individuals with disabilities need to maintain their independence - such as long­
term supports and services. Medicare provides limited post-acute care and few Americans can 
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afford private long-tenn care insurance. Medicaid is by default the provider of long-tenn care 
services, but requires seniors and individuals with disabilities to impoverish themselves to get the 
services they need to complete life's daily activities. As America ages, the gaps in coverage for 
long-tenn care will further strain and challenge families, communities and our country. We urge the 
Committee to address this urgent and growing need for long-tenn supports and services. 

In sum, Medicare has helped generations of Americans keep a toehold in the middle class. 
As Congress considers the adequacy of Medicare's benefit design, we urge you to reject proposals 
that seek to shift costs from the government onto beneficiaries. The goal of benefit redesign should 
be to ensure that benefits are adequate, not to achieve deficit reduction. Moreover, Congress must 
look for another way to pay for an adjustment to physician reimbursements that does not undennine 
the health of seniors and people with disabilities. 
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UNITED STATES HOUSE of REPRESENTATIVES 
COMMITTEE on ENERGY & COMMERCE, SUBCOMMITTEE on HEALTH 

HEARING on "A 21st CENTURY MEDICARE: BIPARTISAN PROPOSALS to REDESIGN 
the PROGRAM'S OUTDATED BENEFIT STRUCTURE" 

June 26, 2013 

WRITTEN TESTIMONY SUBMITTED JOINTLY by 
CALIFORNIA HEALTH ADVOCATES, 
CENTER for MEDICARE ADVOCACY, 

and MEDICARE RIGHTS CENTER 

Mr. Chairman and Members of the Committee: 

California Health Advocates, the Center for Medicare Advocacy, Inc., and the Medicare Rights 
Center are independent, non-profit organizations with extensive experience representing older 
adults and people with disabilities who rely on Medicare for basic health and economic security. 

Our three organizations also served as consumer representatives to a subgroup of the Senior 
Issues Task Force (SITF) of the National Association ofInsurance Commissioners (NAIC) 
tasked with reviewing a provision of the Affordable Care Act (ACA) relating to Medigap 
policies. We offer this testimony through our perspective as beneficiary advocates and members 
of this deliberative NAIC process that included a range of stakeholders. 

In December 2012, as a result of the work of the NAIC subgroup, the NAIC strongly 
recommended against adding further cost-sharing to Medigap plans in a letter to the U.S. 
Department of Health and Human Services (DHHS).l In May 2013, DHHS accepted this 
recommendation, bringing the subgroup's deliberations to a final cIose.2 

The research conducted by the subgroup roundly rejects the basic assumption that limited cost­
sharing afforded by Medigap plans leads to overutilization of health care services. By way of the 
subgroup's conclusion, the NAIC rebuffed the notion that increased cost-sharing is an 
appropriate tool to limit unnecessary use of health care services. The subgroup concluded: 

The proposals [to add cost-sharing to Medigap plans] focus on overutilization by 
beneficiaries but do not consider the potentially serious and unintended impacts for 
beneficiaries and the Medicare program. Namely, in response to increased costs, 
beneficiaries may avoid necessary services in the short-term that may result in worsening 
health and a need for more intensive care and higher costs to the Medicare program in the 

! National Association of Insurance Commissioners letter to Secretary Sebelius (December 2012), available at: 
http://www.naic.orgfdocuments/committees b sitf medigap poaca sg 121219 sebe!ius letter finaLpdf. 
2 Secretary Sebelius' May 28, 2013 letter to NAIe is available on the NAIC website at: 
http://wwwnaic,orgldocuments/committees b senior issues related docs sebelius response lettepJdf: 
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long-term. In addition, research indicates that once beneficiaries seek care, doctors and 
other medical providers, not patients, generally drive the number and types of services 
delivered to beneficiaries. Further, the proposals do not address the fact that Medicare 
determines which services are reimbursed and therefore, by law, covered by Medigap ... 3 

The NAIC determined that increased cost-sharing in Medigap plans was likely to prohibit the use 
of both necessary and unnecessary health care services. Both the Medicare Payment Advisory 
Commission (MedPAC) and the Congressional Budget Office (CBO) have acknowledged this 
same concern in reference to proposals that increase beneficiary cost sharing.4 

Although this NAIC subgroup focused on potential changes to Medigap plans, the research 
reviewed and the resulting conclusions are applicable to a range of reform proposals, including 
the subject of this testimony-Medicare cost sharing and benefit design. Through our work 
representing people with Medicare, we know that the Medicare program has significant, 
complicated out-of-pocket costs and can be simplified. With the aim of securing savings, 
however, restructuring Medicare cost sharing is likely to both unfairly redistribute costs to 
beneficiaries with fixed incomes and limit access to needed health care services. Faced with 
higher health care costs, many beneficiaries would be forced to self-ration needed care. 

While taking a measured look at the program through the lens of improving beneficiary well­
being as opposed to securing savings would be a welcome exercise, we believe that the following 
Medicare proposals would have harmful, unintended consequences for beneficiaries: 

• Benefit redesigns that would redistribute cost burdens; 
• Prohibiting or taxing Medigap "first-dollar coverage"; 

• Increasing the share of and/or further means-testing Medicare premiums; 

• Raising the age of Medicare eligibility; 
• Adding or increasing costs for services, such as home health benefits; and 

• Premium support or competitive bidding models that weaken Traditional Medicare. 

Each of these proposals might save federal dollars in the short run, but would do so through 
significant cost-shifting to beneficiaries. At the same time, none ofthese proposals address the 
long-term challenge of systemic health care inflation that threatens our nation's ability to provide 
affordable health care, both in public and private markets. 

Our organizations recognize the need to reduce health care spending system-wide. We support 
Medicare savings interventions that eliminate wasteful spending and build on the efficiencies of 

3 National Association of Insurance Commissioners, Senior Issues Task Force, Medigap PPACA Subgroup. "Medicare Supplemental First Dollar 
Coverage and Cost Shares Discussion Paper" (October 201 1), available at 
httpJ/~ww.naic,orgldocuments/committees b senior issues 11110] medigap first dollar coverage discussion paper.OOC 
4 MedPAC, "Report to the Congress: Medioare and the Health Care Delivery System" (June 2012), available at: 
htto:/twww.medpac.gov/dQcuments/Jun12 EntireReoort:pdf; Congressional Budget Office, "Budget Options Vo1ume 1: Health Care" (December 
2008), page 155, available at: http://www.cbo,gov/sites/defaultlfties/cbofiles/ftpdocsJ99xxJdoc9925112~ 18~healthoptions,pdf. 

2 
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the ACA. At a time when Medicare spending is growing at historically low rates, and 
innovations through the ACA hold promise of continuing to keep costs down, we oppose 
implementing unwise policies that seek federal savings by way of cost-shifting on the backs of 
Medicare beneficiaries.5 

According to DHHS, Medicare cost growth slowed dramatically in recent years to levels 
"unprecedented in the history of the Medicare program.,,6 Additional analysis by the S&P Dow 
Jones Indices illustrates that" ... health care costs have decelerated over the past few years, and 
Medicare costs have decelerated more than other health costS.,,7 

The recent release of the 2013 Medicare Trustees Report affirms an improved fiscal outlook for 
the Medicare program. The trustees find that the Hospital Insurance Trust Fund is solvent 
through 2026--two years later than previously predicted.8 While some of the health care cost 
growth slowdown is attributable to the continued effects of the economic downturn, research 
indicates that much of this change is structural meaning that slowed growth is likely to persist.9 

Due in part to these recent projections, we believe that there is no justification for policy 
interventions that would shift added costs to people with Medicare. We reject proposals to 
redistribute Medicare cost sharing under the guidepost of securing federal savings. Under the 
proposed concepts, too many would lose access to affordable coverage, and too many would be 
discouraged from seeking needed care, threatening the basic health and economic security of our 
nation's older adults and people with disabilities. 

Current Expenses and Coverage for Medicare Beneficiaries 

Before considering proposals that would alter what Medicare beneficiaries pay for their health 
care, it is necessary to understand the current fiscal challenges faced by this population. The vast 
majority of Medicare beneficiaries have low or moderate incomes. In 2012, half of all Medicare 

5 Office afthe Assistant Secretary for Planning Md Evaluation, "Growth In Medicare Spending Per Beneficiary Continues To Hit Historic Lows'" 
(DHHS: January 2013), available at: http://aspe hhs,govlhealthlreportsG013/medicarespendinggrowthljbcfm; DHHS, "Press release:" Trustees 
report shows reduced cost growth, longer Medicare solvency" (May 2013), available at; 
http://\\ww crns.govlNewsroQmlMediaReleaseDatabaselPress-ReleasesJ")OI3-Press~Releases-ltems!20 13~05-
31.html?DLPage:=1 &DLSorFO&DLSortDit=descending. 
6 Office of the Assistant Secretary for Planning and Evaluation, "Growth In Medicare Spending Per Beneficiary Continues To Hit Historic Lows" 
(DHHS: January 2013), available at: http://asoe,hhs,govlhealthlreports/2013Jrnedicarespendinggro?.1h/ib,cfm. 
1 S&P Dow Jone Indices, "Press Release: Deceleration in Annual Growth Rate for AU Nine Indices in June 2012, According to the S&P 
Hea1thcare Economic Indices" (January 2012); J. Weisenthal, "Peter Ors:mg's Chart Of The Year Could Change Everything You Think About 
Healthcare And The Federal Budget" (BUSiness Insider: December 2012), available at: http;l/www.bJlsinessinsjdeLcom!peter~orszag-chartshows­
medicare.-costs-slowing-2012-12. 
8 The Board of Trustees, "2013 Armual Report of the Board of Trustees of the Federal Hospital Insurance and Supplemental Medicare Insurance 
Trust Fund" (May 2013). available at: http·/Idownloads.cms.govlfilesITR2013.pdf. 
9 A Ryu, T. Gibson, McKeller, MR, and M.E. Chernew, "The Slowdown in Health Care Spending in 2009·11 Reflected Factors Other Than the 
Weak Economy and Thus May Persist" (Health Affairs: May 2013); D. Cutler and N.R. Sahni, "If Slow Rate of Health Care Spending Growth 
Persists, Projections May Be Off$770 Billion" (Health Affairs: May 2013). 
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beneficiaries had annual incomes below $22,500. And half of beneficiaries had just $77,500 or 
less in personal savings.1o 

The cost of living varies considerably for older adults depending on housing status, health status 
and geographic location. For instance, an older adult in good health who rents a home in Chester 
County, Pennsylvania requires an annual income of approximately $26,650 to cover expenses, 
accounting for only the most basic needs: housing, food, transportation, health care and other 
essentials, like clothing and toiletries. Yet, the same older renter living in Dallas County, Texas 
needs an estimated $28,500 to make ends meet. 1 1 

Medicare beneficiaries pay relatively more than other groups for their health care. Medicare 
households have a lower average budget than the average household (about $30,800 vs. $49,600 
respectively) but devote a substantially larger share of their income to medical expenses than 
does the average household (15% vs. 5% respectively). 

Already faced with high health care costs, many people with Medicare are forced to choose 
among basic needs, such as buying groceries or seeing the doctor for a persistent cough. Recent 
analysis on poverty trends among older adults suggests that these harsh choices are 
commonplace among our nation's retirees. One third of older adults live on incomes below 
200% of the traditional measure of poverty; whereas, one half live on incomes below 200% of 
poverty according to a supplemental measure developed by the U.S. Census Bureau that 
accounts for out-of-pocket health care costs. 12 

Medicare beneficiaries also tend to have greater health needs than other groups. On the whole, 
people with Medicare have multiple and significant health needs-40% of beneficiaries have 
three or more chronic health conditions, and more than one quarter of beneficiaries (27%) report 
being in fair or poor health. Nearly one in four people with Medicare live with a cognitive or 
mental impainnent, requiring extensive, ongoing care. 13 

Because the current Medicare benefit is not overly generous and requires considerable out-of­
pocket costs, approximately 90% of Medicare beneficiaries have some type of coverage that 
supplements Medicare. Three quarters of the Medicare population has coverage through 
Traditional Medicare. Among this group, most have retiree wrap-around benefits through fonner 

10 1 Cubanski, "An Overview of the Medicare Program and Medicare Beneficiaries' Costs and Service Use" (Kaiser Family Foundation: 
Februruy, 2013), available at: htto:/lkaiserfamilyfoundation.t11es. wordpress.comI2013/Q2/an-overview~of-the-medicare-program-and­
medicarebeneficiaries-costs-and-service-use-testimony pdf: 
II Wider Opportunities for Women, "Economic Security Database: Elder Economic Security Standard™ Index for Chester Country, 
Pennsylvania" (2013), available at http://www.basiceconomicsecurity.orgJ; Wider Opportunities for Women, «Economic Security Database: 
Elder Economic Security Standard""" Index for Dallas CmUlty, Texas" (2013), available at http://\vww.hasiceconomicsecur1ty.org/. 
12 Kaiser Family Foundation, "A Stare-by~State Snapshot of Poverty Among Seniors: Findings From Analysis of the Supplemental Poverty 
Measure" (May 2013), available at: http://kff. orglmedicarelissue~brief/a·state:by~state·snapshot ~Qf~poverty~among~senjors/. 
13 J. Cubanski, "An Overview of the Medicare Program and Medicare Beneficiaries' Costs and Service Use" (Kaiser Family Foundation: 
February, 2013), available at: httojlkaiserfamilyfoundation.files. wordpress.cQmI2013/02lan:overview~of~the~medicare-program~andw 
medicarebeneficiarieswcosts-and-service:use~testimony.pdf. 
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employment (41%) and others secure supplemental insurance through Medigap plans (21%). 
Medicaid provides wrap-around coverage to about one in five (2 1%), and still a notable share of 
beneficiaries with Traditional Medicare (17%) lack supplemental coverage altogether. In 
addition, about one quarter (27%) of beneficiaries are covered through private Medicare 
Advantage plans as opposed to Traditional Medicare. 14 

Many of these supplemental types of insurance, in effect, limit out-of-pocket expenses. As noted 
by several members of Congress in a "Dear Colleague" letter highlighting the important role 
played by Medigap plans, "Medicare's current structure puts beneficiaries who are the poorest 
and the sickest in a position where, without supplemental coverage, a severe chronic condition or 
catastrophic event could bankrupt them.,,15 Even with these supplemental coverage options, 
people with Medicare lack coverage for particular services, including most long-term care 
services and dental care. 

Most Medicare beneficiaries cannot absorb more costs without facing significant hardship. To 
borrow a crude metaphor, Medicare beneficiaries already have too much "skin in the game," and 
as a group, are very aware of the high cost of health care services based on the bills they receive 
and Medicare's summary notice of payment. 

Proposals to Redesign Medicare's Benefit Structure 

Over the last few years, there have been several proposals offered by various lawmakers, 
commissions and other entities that seek to alter Medicare's benefit structure. Although they 
have been offered within the context of debt and deficit reduction, some proposals claim to have 
the plight of Medicare beneficiaries firmly in mind. These proposals appear benign on their face 
in that they simplifY Medicare's structure; however, upon closer scrutiny, they merit significant 
concern because they increase beneficiaries' costs and thereby limit their access to care. 

In its June 2012 Report to Congress, MedPAC made recommendations to alter the Traditional 
Medicare benefit package, including redistributing cost-sharing through the use of tiered 
copayments, coinsurance and a combined deductible for Medicare Parts A and B, along with an 
out-of-pocket maximum for beneficiaries in Traditional Medicare. For illustrative purposes, not 
as a recommendation, MedPAC modeled a $500 combined deductible, varying copayments and a 
$5,000 spending limit, along with a 20% surcharge on supplemental plan premiums.16 

Various other proposals to restructure the Medicare benefit contain similar elements, including: 
creating a single, combined deductible for Parts A and B; a uniform 20% coinsurance rate or 

14 Neuman, Patricia, "Rethinking Medicare's Benefit Design: Opportunities and Challenges" (Kaiser Family Foundation: June 20t 3), available at 
http://docs,house,gov/meetings/IF/IFI41101306261l01043IHHRG~113-IFI4-Wstate-NeumanP<~0130626.Ddf. 

IS "Some Facts About Private Medicare Supplemental Insurance" by Reps. Teny, Blackburn and Latham (May 22, 2013), available at: 
http://naifa.typepad.comlfiles/1305terryblackbumlatham~medjgansupport-pdfpd{ 

16 MedPAC, "Report to the Congress: Medicare and the Health Care Delivery System" (June 20) 2), available at: 
httn:llw\VW,medpac. gov/documentsIJun 12 EntireReport.pdf. 

5 



93 

VerDate Nov 24 2008 14:47 Jan 28, 2014 Jkt 037690 PO 00000 Frm 00099 Fmt 6633 Sfmt 6633 F:\MY DOCS\HEARINGS 113\113-59 CHRIS 85
44

9.
05

7

modified copayments for particular services; an out-of-pocket cap on beneficiary expenses; and 
other piecemeal proposals, such as introducing home health copayments, and/or modified 
beneficiary out-of-pocket caps and/or cost sharing determined on the basis of income. 17 

Often proposals to redesign Medicare's benefits are coupled with proposals to restrict Medigap 
"first-dollar coverage." Medicare supplemental insurance policies, also known as Medigap plans, 
are individual standardized insurance policies designed to fill some of the coverage gaps of 
Traditional Medicare. In exchange for a monthly premium, these policies offer financial security 
and protection against high and sporadic out-of-pocket costs for one in four Medicare 
beneficiaries.18 Policies that provide coverage for Medicare cost-sharing once Medicare has paid 
its portion are sometimes referred to as providing "first-dollar coverage." 

Economic and Health Risks Posed by Redistributing Medicare Cost Sharing 

Proposed Changes to Medicare Cost Sharing Shifts Costs to Beneficiaries 

At first glance, combining the Part A and B deductibles and adding a catastrophic cap on out-of­
pocket expenses seems like a credible concept. While details are lacking in most proposals, the 
broad outlines of those currently under discussion would increase costs for most people, and 
significantly so for those whom can least afford it. Some of these proposals purport to operate 
under the premise of "budget neutrality," or claim "no change in beneficiaries' aggregate cost­
sharing liability.,,19 Yet, changing cost-sharing structures in the manner proposed redistributes 
the burden of health care costs onto the most vulnerable, including those with low- and 
moderate-incomes and those with persistent and chronic health needs.2o 

In particular, individuals who are "near poor"-beneficiaries with incomes too high to qualify 
for low-income programs but still living on limited incomes-are most at risk. Additional 
upfront costs of a higher deductible for Part B services as well as any higher ongoing costs, such 
as new and/or higher coinsurance amounts, will make necessary care unaffordable and lead many 
people to forego critical care. 

11 National Commission on Fiscal Responsibility and Refonn, The Moment of Truth (December 2010), available at; 
bttpJlwww.fiscalcommission.gov/siteslfiscaIcQmmission.govlfiiesJdocumentsITheMomentoffruth12 1 2010.pdf; The Moment of Truth Project, 
A Bipartisan Path Forward to Securing America's Future (April 2013), available at: http://\\'WW.momentQftruthprQjectorglpublicatiQnslbipartisan~ 
Dath~forward-securing-americas~future; Berenson, B., Holahan,I and S. Zuckerman,. "Can Medicare Be Preserved While Reducing the Deficit?" 
(Urban Institute, March 2013), available at: http://wwwurban.org/publicationsJ412759.html; J. Gruber, Proposal 3: Restructuring Cost Sharing 
and Supplemental Insurance for Medicare (The Hamilton Project, February 2013). available at: 
http://W\\IW.brookings.eduJ~/media/research/files/papers/2013/02/thp%20budgetO/020oapers/thp ISwaysfcdbudget prop3,pdf; Bipartisan Policy 
Center, A Bipartisan Rx for Patient-Centered Care and SyStem-Wide Cost Containment (April 2013), available at: 
http://bipartisanoo!icy.orgllibrary/reportfhealth:eare-cost-containrnent. 
18 Kaiser Family Foundation, "Medigap: Spotlight on Enrollment, Premiums and Recent Trends" (February 2013), available at: 
httpJlwww.kff.orglmedicare/upioad/8412,pdf, 
"MedPAC, "Report to the Congress: Medicare and the Health Care Delivery System" (June 2012), available at: 
http://www.medpac.gov/documentslJunJ2 EntireReport.pdf 
l~aiser Family Foundation, "Restructuring Medicare's Benefit Design: Implications for Beneficiaries and Spending" (November 2011), 
available at: httplfwww.kff.orgimedicareluploadl8256.odf. 
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The Kaiser Family Foundation issued a 2011 report analyzing the impact of a Medicare redesign 
plan modeled on one offered by Erskine Bowles and Alan Simpson (Bowles-Simpson), co-chairs 
of the National Commission on Fiscal Responsibility and Reform.21 The study shows that 71 % 
of beneficiaries in Traditional Medicare would have higher out-of-pocket spending-even with a 
spending cap-and only 5% would have lower out-of-pocket spending?2 Similarly, under 
MedPAC's analysis of their illustrative benefit redesign package, at least 20% of beneficiaries 
would pay an additional $250-$999 per year; their proposal coupled with a surcharge on 
Medigap plans would lead to 70% paying additional costs within this range.23 

A second iteration of the Bowles-Simpson plan made attempts to mitigate the known harms of 
this significant cost shifting by suggesting a lower deductible for individuals living below 200% 
ofthe federal poverty level and introducing an income-related out-of-pocket cap, an approach 
credited to MIT economist Jonathan Gruber.24 The Bipartisan Policy Center makes similar 
attempts through the exemption of physician visits from the combined Medicare Part A and Part 
B deductible and an increase in income eligibility for low-income subsidy programs?5 

Yet, it is important to note that these attempts to soften the self-rationing effect of added cost 
shifting introduce further complexity to the Medicare program and undermine one of the stated 
goals of proposals that seek to restructure Medicare cost sharing: a more streamlined, simplified 
benefit. Given our experience counseling people with Medicare, we know that complicated rules 
and differential treatment creates needless confusion and strain for older adults and people with 
disabilities. 

Income-relating a newly introduced out-of-pocket cap or deductibles would only serve to further 
complicate the program and is likely to increase administrative expenses. And while well 
intentioned, elements of these proposals intended to mitigate harm to lower income individuals 
beg the question: given the well-documented risk of added cost shifting and the complexity 
required to prevent resulting harms, is this policy approach a worthwhile one? 

Stated attempts by the Bipartisan Policy Center and others to strengthen Medicare low-income 
protections for beneficiaries are worthwhile endeavors. In their current form, such protections do 
not fully extend to those who cannot afford to pay for necessary health care services. We believe 

21 The Bowles-Simpson model included a unified Part A and B deductible of$550, 20 percent coinsurance on most Medicare-covered services, 
and a $5,500 annual limit on out~of-pocket spending. 
22 Kaiser Family Foundation, "Restructuring Medicare's Benefit Design: Implications for Beneficiaries and Spending" (November 2011), 
available at: http'lfwww.kfforg/medicareJuploadl8256.pdf. 
23 MedPAC Presentation, "Reforming Medicare's Benefit Design" (March 2012). slide j 0, available at: 
http://www.medpac.govltranscriptsibenefit%.20designo/020mar2012%20pubhc.pdf. 
24 The Moment of Truth Project. A Bipartisan Path Forward to Securing America's Future (April 2013), available at: 
http://www.momentoftruthproiect.orglpublicationslbipartisan.path~forward.se.curing~amerjcas.future~ 1. Gruber. Proposal 3: Restructuring Cost 
Sharing and Supplemental Insurance for Medicare (The Hamilton Project, February 2013). available at: 
http://v.'WW brookings.edul-/mediaJresearch/files/paoersJ2013/02lthp%20budgeW02Qpapers/tho lSwaysfedbudget prop3.tx1f. 
25 Bipartisan Policy Center, A Bipartisan Rx for Patient·Centered Care and System~Wide Cost Containment (Apri12013), available at: 
http·ftbjpartisanpo1icy.org/librarylreDOrtfhealth~care-cost~containment 
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that any attempt to restructure Medicare cost sharing must begin with the modernization and 
broad application of these critical low-income protections.26 

Cost-Shifting to Beneficiaries Limits Access to Necessarv Care 

While increased cost-sharing poses significant financial risks for beneficiaries, particularly fof' 
those living on low- and moderate-incomes, it is also shown to limit access to necessary health 
care services. This was a primary finding of the NAIC subgroup convened to explore adding 
cost-sharing to specific Medigap plans on which our organizations served. 

Pursuant to the ACA, the NAIC was directed to "review and revise the standards for benefits in 
Medigap Plan C and Plan F" and to update those standards to include cost-sharing, if practicable, 
so as to "encourage the use of appropriate physicians' services ... ,,27 Toward this end, the NAIC 
convened the Medigap PPACA (B) Subgroup that included state insurance regulators, insurers 
and trade associations, consumer advocates and other Medicare experts. This subgroup spent 
almost two years reviewing available literature on cost-sharing and patient behaviors.28 In 
addition, mid-way through its deliberations, the NAIC subgroup issued a discussion paper on 
more expansive proposals to diminish Medigap coverage and increase Medicare cost-sharing.29 

Based on mistaken notions that protection from out-of-pocket costs causes "overuse" of services, 
Medigap policies have been singled out by some policymakers who aim to either: 1) add a 
surcharge or tax to policies that offer first-dollar coverage; or 2) impose a deductible and limited 
coverage of additional cost-sharing, essentially prohibiting first-dollar coverage outright. 
Proposals to redistribute the burden of Medicare cost sharing, such as the one offered by 
MedPAC and Bowles-Simpson, often couple combining the Medicare Part A and B deductibles 
with restrictions on Medigap benefits or by increasing the cost of owning a Medigap plan. Some 
proposals would entail applying restrictions and/or increased costs on both current and future 
beneficiaries raising legal issues for insurance policies that are guaranteed renewable. 

The subgroup's research demonstrates that cost-sharing has dubious utility in holding down 
health care spending and can actually lead to increased total spending on health care when 
people forego medically necessary services. For example, a major Harvard School of Public 

26 For a more detailed explanation of our joint recommendations on strengthening Medicare low~incorne programs, see: California Health 
Advocates. Center for Medicare Advocacy, Inc., Medicare Rights Center, "Testimony on Strengthening Medicare for Seniors: Understanding the 
Challenges of Traditional Medicare's Benefit Design" (Apri12013), available at http://www.medjcarerights.org/pdf/energy~commerce~ 
testimony~041113.pdf. 

27 Patient Protection and Affordable Care Act, §3210. 
28 National Association oflnsurance Commissioners. "Medigap PPACA (8) Subgroup" webpage. available at: 
http://www.naic.org/committees b sitf medigap poaea sg.htro; see under heading "Cost-sharing Research and Literature" for summary of much 
of this literature (as of June 2011) available at: 
http"/!www.naie.orgldocuments/eommittees b senior issues 110628 summary dist research.pdf 
l~ National Association of Insurance Commissioners. Senior Issues Task Force, Medigap PP ACA Subgroup, "Medicare Supplemental First 
Dollar Coverage and Cost Shares Discussion Paper" (October 2011), available at: 
http.llwww.naic.orgldocuments/committees b senior issues 111101 medigap first 'dollar coverage discussion paperrxlf. 
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Health review of the research on cost-sharing made several conclusions about its utility in 
controlling health care costs, including: "We do not know if increased patient cost-sharing would 
reduce the growth in total national health care spending;" "Increased cost-sharing 
disproportionately shifts financial risk to the very sick;" "Low-income older adults with chronic 
conditions are at increased risk for poor health outcomes due to increased cost-sharing.,,30 

Due in part to these findings, in a letter to DHHS the NAIC concluded, "We were unable to find 
evidence in peer-reviewed studies or managed care practices that would be the basis of nominal 
cost-sharing designed to encourage the use of appropriate physicians' services. Therefore, our 
recommendation is that no nominal cost-sharing be introduced to Plans C and F.,,31 

In addition, the NAIC letter stated, "We do not agree with the assertion being made by some 
parties that Medigap is the driver of unnecessary medical care by Medicare beneficiaries. As you 
are aware, Medigap plans pay benefits only after Medicare has determined that the services are 
medically necessary and has paid benefits. Medigap cannot alter Medicare's coverage 
determination and the assertion that Medigap coverage causes overuse of Medicare services fails 
to recognize that Medigap coverage is secondary and that only Medicare determines the 
necessity and appropriateness of medical care utilization and services." As noted above, in a 
letter dated May 28,2013, Secretary Sebelius accepted NAIC's recommendations.32 

Our organizations strongly support the NAIC's determination. The conclusions drawn by this 
subgroup are applicable not only to Medigap reform proposals, but also to proposals that would 
increase beneficiary out-of-pocket costs, including the frameworks noted above that would 
redistribute the burden of Medicare cost sharing. 

Conclusion 

We remain deeply concerned about the effects of further cost-shifting onto people with 
Medicare, and we believe these proposals pose substantial risks to the health and economic 
security of Medicare beneficiaries, namely those with low- and modest-incomes and people with 
significant health needs. We acknowledge, however, that we must find savings in the Medicare 
program to sustain this guaranteed health benefit for future generations. 

Towards this end, we support prudent cost containment designed to solve the true threat to our 
nation's fiscal health: rising health care costs system-wide. To realize this goal, we endorse cost­
saving solutions that eliminate wasteful spending and promote the delivery of high value care-

'" Katherine Swartz, "Cost-Shering: Effects on Spending and Outcomes" (December 2010), Robert Wood Johnson Fonndation Research 
Synthesis Report No. 20, available at http://wmynaic.orgldocuments/cQmmittees b senior issues 110628 rwif brief pdf. 
31 National AsSOCiation of Insurance Commissioners letter to Secretary SeOOlius (December 2012), available at 
http://www.uaicorg/documents/committees b sitf medigap DPaca sg 121219 sebelius letter finaL-Pdf. 
32 Secretruy Sebelius' May 28, 2013 letter to NAIC is available on the NAIC website at: 
http://www.naicorgidocumentsJcommittees b senior issues related docs sebelius response letter.pdf 
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meaning better quality at a lower price. Proposals our organizations support include: reduction of 
wasteful spending on drugs, medical equipment and private health plans, and advancing 
Medicare delivery system reforms made possible by health reform.33 

We look forward to working with the Committee and members of Congress to examine 
additional cost-saving options in the Medicare program that simultaneously address the systemic 
issue of rising health care costs that concern not only Medicare, but also to the private health 
insurance market. We implore you to reject proposals that fail to address this systemic issue and 
instead achieve only short-term savings by shifting more health care costs to people with 
Medicare. As such, we ask that you carefully weigh the significant risks posed to Medicare 
beneficiaries by the proposals discussed above and we urge you to steer clear of these models. 

We appreciate this opportunity to submit these comments. 

Elaine Wong-Eakin 
Executive Director 
California Health Advocates 

Joe Baker 
President 
Medicare Rights Center 

Judith A. Stein 
Executive Director 
Center for Medicare Advocacy 

33 For a more detailed explanation of our joint-recommendations on cost containment, see: California Health Advocates, Center for Medicare 
Advocacy, Inc., Medicare Rights Center, "Testimony on Strengthening Medicare for Seniors: Understanding the Challenges of Traditional 
Medicare's Benefit Design" (Apri12013), available at http://W\\w.med.icarerights.orglpdffenergy-commerce-testimony-041113.pdf. 
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Please direct questions regarding this testimony to: 

Bonnie Burns 
Training and Policy Specialist Consultant 
California Health Advocates 
5380 Elvas Avenue, Suite 221 
Sacramento, CA 95819 
Phone: (831) 438-6677 
Email: bburns@cahealthadvocates.org 
www.cahealthadvocates.org 

David A. Lipschutz 
Policy Attorney 
Center for Medicare Advocacy, Inc. 
1025 Connecticut Avenue NW, Suite 709 
Washington, DC 20036 
Phone: (202) 293-5760 
Email: dlipschu@medicareadvocacy.org 
www.medicareadvocacy.org 

Stacy Sanders 
Federal Policy Director 
Medicare Rights Center 
1224 M Street NW, Suite 100 
Washington, DC 20005 
Phone: (202) 637-0961 ext. 5 
Email: ssanders@medicarerights.org 
www.medicarerights.org 
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STATEMENT SUBMITTED BY 

ANDREA DEVOTI, CHAIR, NATIONAL ASSOCIATION FOR HOME CARE & 
HOSPICE BOARD OF DIRECTORS; VICE PRESIDENT AND EXECUTIVE 

DIRECTOR OF NEIGHBORHOOD HEALTH AGENCIES, 
WEST CHESTER, PENNSYLVANIA 

TO THE 

HOUSE ENERGY AND COMMERCE SUBCOMMITTEE ON HEALTH 

JUNE 26, 2013 

The National Association for Home Care & Hospice (NAHC) is the leading association 
representing the interests of the home care and hospice community since 1982. Our members are 
providers of all sizes and types from the small, rural home health agencies to the large national 
companies, including government-based providers, nonprofit voluntary home health agencies 
and hospices, privately-owned companies, and public corporations. NARC has worked 
constructively and productively with Congress and the regulators for three decades, offering 
useful solutions to strengthen the home health and hospice programs. 

As the House Energy and Commerce Subcommittee on Health examines proposals to redesign 
Medicare's benefit structure, NAHC appreciates this opportunity to provide our views. Some 
policymakers have suggested adding copayments for Medicare home health and hospice services 
as a means of both reducing the deficit and preventing overutilization of home health and 
hospice services. 

Congress eliminated the home health copayment in 1972 for the very reasons it should not be 
resurrected now. The home health copayment in the 1960s and 1970s deterred Medicare 
beneficiaries from accessing home health care and instead created an incentive for more 
expensive institutional care. Reinstating the home health copay today would undo the progress 
made in efforts to reduce unnecessary hospitalizations and nursing home stays. 

Moreover, home health services and hospice care already have the highest cost-sharing in 
Medicare. On a daily basis, millions of spouses, family, friends, and community groups 
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contribute the equivalent of billions of dollars worth of care and support to keep their loved ones 
at home. Further, care in the home means that the Medicare beneficiary provides all the financial 
support in terms of room and board that are otherwise paid for by Medicare and Medicaid in an 
institutional setting. 

Numerous studies have concluded that a copay can discourage use of necessary and beneficial 
care, resulting in the deterioration of a patient's condition and ultimately leading to higher costs 
for the Medicare program through acute care interventions in higher cost settings. With hospice 
patients, barriers to comfort at the end oflife add both avoidable costs and avoidable pain. 

We respectfully submit that Congress should oppose any copay proposal for Medicare home 
health and hospice services. 

HOME HEALTH CARE 

Proposals to impose a home health copay should be rejected for the following reasons: 

• Home health copayments would create a significant barrier for those in need of home 
care, lead to increased use of more costly institutional care, and increase Medicare 
spending overall. The Urban Institute's Health Policy Center found that home health copays 
"".would fall on the home health users with the highest Medicare expenses and the worst 
health status, who appear to be using home health in lieu of more expensive nursing facility 
stays."i Similarly, a study in the New England Journal of Medicine found that increasing 
copays on ambulatory care decreased outpatient visits, leading to increased acute care and 
hospitalizations, worse outcomes, and greater expense.1I The same adverse health 
consequences and more costly acute care and hospitalizations would likely result from the 
imposition of a home health copay. The National Association of Insurance Commissioners 
concluded that beneficiaries, in response to increased cost sharing, "may avoid necessary 
services in the short term that may result in worsening health and a need for more intensive 
care and higher costs for Medicare in the long run. "iii Studies have shown that Medicaid 
copays can backfire with beneficiaries avoiding care leading to higher Medicaid overall 
costS.IV The Veterans Administration recently eliminated copays for in-home video telehealth 
care to prevent avoidable hospitalizations of veterans.' According to an analysis by Avalere, 
a home health copayment could increase Medicare hospital inpatient spending by $6-13 
billion over ten years." 

• The burden of a home health copayment would disproportionately impact the most 
vulnerable-the oldest, sickest, and poorest Medicare beneficiaries. About 86 percent of 
home health users are age 65 or older, 63 percent 75 or older, and nearly 30 percent 85 or 
older. Sixty-three percent are women.vii Home health users are poorer on average than the 
Medicare population as a whole. Home health users have more limitations in one or more 
activities of daily living than beneficiaries in general.viii The Commonwealth Fund cautioned 
that "cost-sharing proposals, such as a copayment on Medicare home health services, could 
leave vulnerable beneficiaries at risk and place an inordinate burden on those who already 
face very high out-of-pocket costS."ix 

2 
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• Most people with Medicare cannot afford to pay more. In 20 I 0, half of Medicare 
beneficiaries-about 25 million seniors and people with disabilities-lived on incomes 
below $22,000, just under 200 percent of the federal poverty level.x Medicare households 
already spend on average 15 percent of their income on health care costs, three times as 
much as the non-Medicare population.xi 

• Low-income beneficiaries are not protected against Medicare cost sharing. Eligibility for 
assistance with Medicare cost sharing under the Qualified Medicare Beneficiary (QMB) 
program is limited to those with incomes below 100 percent of poverty ($11,412 for singles, 
$15,372 for couples) and non-housing assets below just $6,940 for singles and $10,410 for 
couples. In sharp contrast, eligibility for cost sharing assistance for individuals under age 65 
is set at 138 percent of poverty, with no asset test. Even among Medicare beneficiaries 
eligible for QMB protection, only about one-third actually have it.'i. 

• Individuals receiving home care and their families already contribute to the cost of 
their home care. With hospital and nursing home care, Medicare pays for room and board, 
as well as for extensive custodial services. At home, these services are provided by family 
members or paid out-of-pocket by individuals without family support. Family members are 
frequently trained to render semi-skilled support services for home health care patients. 
Family caregivers already have enormous physical, mental and financial burdens, providing 
an estimated $450 billion a year in unpaid care to their loved ones"m. and too frequently 
having to cut their work hours or quit their jobs. 

• Copayments as a means of reducing utilization would be particularly inappropriate for 
home health care. Beneficiaries do not "order" home health care for themselves. Services 
are ordered by a physician who must certify that services are medically necessary, that 
beneficiaries are homebound and meet other stringent standards. There is no evidence of 
systemic overutilization. Adjusted for inflation, home health spending on a per patient basis 
and overall Medicare spending on home health is less today than in 1997. The Medicare 
home health benefit has dropped from 9.5 percent of Medicare spending in 1997 to 5.9 
percent and serves a smaller proportion of Medicare beneficiaries today than in 1997.'iv 

• Home health copayments would shift costs to the states. About 15 percent of Medicare 
beneficiaries receive Medicaid. Studies have shown that an even larger proportion (estimated 
to be about 25 percent by the Medicare Payment Advisory Commission (MedPAC» of 
Medicare home health beneficiaries are eligible for Medicaid. A home health copayment 
would shift significant costs to states that are struggling to pay for their existing Medicaid 
programs. In addition, states would have to pick up their Medicaid share of new QMB 
assistance obligations. 

• Medicare supplemental insurance cannot be relied upon to cover home health copays. 
There is no requirement that all Medigap policies cover a home health copay and only 17 
percent of Medicare beneficiaries have Medigap coverage. For the 34 percent of Medicare 
beneficiaries who have supplemental coverage from an employer sponsored plan, there is no 
assurance that these plans will be expanded to cover a home health copay or remain a viable 
option for beneficiaries, given the current trend of employers dropping or reducing retiree 
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coverage.XV Likewise, the 25 percent of beneficiaries enrolled in Medicare Advantage (MA) 
plans would not be protected from a home health copay, as many MA plans have imposed 
home health copays even in the absence of a copay requirement under traditional Medicare. 

• Copayments would impose costly administrative burdens and increase Medicare costs. 
Home health agencies would need to develop new accounting and billing procedures, create 
new software packages, and hire staff to send bills, post accounts receivable, and re-bill. 
Also, unlike hospitals, there is no provision for bad debt from uncollected copays currently 
built into the base payment for home health care. Home health agencies cannot absorb these 
costs as nearly 50 percent of home health agencies are projected to be paid less than their 
costs by Medicare. Overall home health agency margins from a combination of Medicare, 
Medicaid, Medicare Advantage and other payment sources avc:rage less than zero.XVI 

HOSPICE 

The Medicare hospice benefit was created under the Tax Equity and Fiscal Responsibility Act 
of 1982 to expand the availability of compassionate and supportive care to Medicare's many 
beneficiaries suffering from terminal illness at the end of life. Eligibility for hospice is based 
upon a physician's certification that the patient has a terminal illness with a life expectancy of 
six months or less if the illness runs its normal .course. When a patient elects hospice under 
Medicare, he or she agrees to forgo other "curative" treatment for the terminal illness. While 
the cost of most hospice care is covered by Medicare, the patient may be responsible for 
copayments related to drugs for symptom control or management and facility-based respite 
care. The patient is also responsible for copayments related to any regular Medicare services 
unrelated to the terminal diagnosis. 

Congress should reject imposition of additional copayments on beneficiaries for Medicare 
hospice services and other changes that would discourage use of the hospice benefit. The 
average Medicare hospice beneficiary receives care at a cost of approximately $11 ,500. With 
the cost sharing changes that have been proposed, a 20 percent copay would impose a charge 
of approximately $2,300 on terminally ill individuals in the last days of their lives. Given the 
requirement that a patient be determined to be terminally ill with a plan of care developed by 
an interdisciplinary team, there is no need for an additional check on utilization of care. 
Implementing a Medicare copayment for these services would cause many terminally ill 
patients to second guess their physician and care team in the last days of their life. 

Historically, copayments have been imposed on health care services to reduce overutilization 
of services. While use of hospice services has grown significantly through the years, many 
Medicare beneficiaries are referred to hospice too late to reap its full benefit, and many more 
lack sufficient knowledge or understanding of hospice to consider it a viable option at the end 
of their lives. This is particularly the case for minority and low-income Medicare populations­
who are the least likely to be able to afford additional cost-sharing burdens. 

Beneficiaries who elect Medicare hospice services must agree to forego curative care for their 
terminal illness. Given that many "curative" interventions for terminal illnesses can involve 
administration of costly new medications and treatments, it is not surprising that numerous 
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studies have documented that appropriate use of hospice services can actually reduce overall 
Medicare outlays while at the same time extending length and quality of life for enrolled 
beneficiaries.xvlI 

While valid concerns have been raised about the length of time some Medicare beneficiaries 
are on hospice service, the median length of stay under the hospice benefit is about 17 days, 
and 95 percent of hospice care is provided in the home. Congress has already addressed 
concerns relative to extended length of stays in hospice care by requiring a face-to-face 
encounter prior to the start of the third and later benefit periods. Through that change, 
ineligible individuals are screened out and improper Medicare payments are avoided. In lieu of 
imposing additional beneficiary cost-sharing that could discourage appropriate and desirable 
use of the hospice benefit, Congress and other policymakers should explore additional ways to 
ensure that hospice services are being ordered for patients that are truly eligible, such as 
through physician education. 

PROPOSALS TO ADDRESS CONCERNS 
ABOUTPROGRAUtlINTEGRrTY 

Rather than applying a copay to address concerns that have been raised about possible 
overutilization and wasteful spending on home health services in certain parts of the country, 
NARC suggests targeted approaches that do not restrict access to care and penalize Medicare 
beneficiaries and ethical home health providers. It is essential that Medicare operate with 
integrity and compliance as millions of Americans depend on this program every day to meet 
their health care needs. Eliminating wasteful spending should be the highest priority in that 
regard. For too long, honest and compliant providers and beneficiaries have had to pay through 
increased costs, reduced benefits, and payment rate reductions for the misdeeds and criminal 
conduct of bad actors that seek to take advantage of systemic weaknesses in Medicare. NARC 
fully supports efforts to address these weaknesses with constructive and well-focused action. The 
home care and hospice community recognizes that they must be responsible stewards of the 
limited resources available to Medicare. We also recognize that it is a privilege to be a 
participating provider in these programs and that we can be effective partners with government 
in combatting fraud, waste, and abuse. 

In recent years, new policies and administrative practices have been instituted to address care 
overutilization concerns. For example, Medicare has added oversight and "real-time" predictive 
modeling to target aberrant providers, using its contractors such as the Zone Program Integrity 
Contractors (ZPICs) and Recovery Audit Contractors (RACs) in addition to its longtime claims 
reviews by the everyday Medicare Administrative Contractors (MACs). Also, an industry­
developed restriction on home health outlier episodes in home health services eliminated abusive 
claims, reducing unnecessary Medicare spending by $1 billion in in its first year, 2010. 

Other measures have been instituted by Medicare, including more stringent provider 
participation standards, a periodic professional therapist assessment requirement prior to 
continued care, and a physician face-to-face encounter requirement to initiate covered home 
health services. These and other changes have led to an actual reduction in Medicare home health 
spending, a phenomenon unique in the Medicare program in recent years. In fact, home health 
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spending and utilization is less today than in 1997. In today's dollars, Medicare home health 
spending is about 40 percent lower than in 1997 while all other sectors have significantly 
increased. Still, home care and hospice wish to lead rather than follow in program integrity 
innovations. 

In that spirit, we offer ten recommendations that we believe can further reduce wasteful spending 
and prevent fraudulent conduct. These recommendations include a combination of steps that are 
directed to the primary reason that concerns about fraud and abuse exist - the system permits bad 
actors and parties without adequate competencies to enter Medicare program. In addition, these 
recommendations also offer a series of improvements focused on existing providers of care 
designed to ensure ongoing and continuous compliance. These recommendations are designed to 
address both deliberate fraud and abuse and harm caused by ignorance or lack of competence. 

1) Implement a targeted, temporary moratorium on new borne bealtb agencies. CMS 
has expressed growing concerns about the entry of fraudulent providers into the Medicare 
program. With respect to Medicare home health services, there is strong evidence that 
much of the fraud, waste, and abuse stems from the entry of new providers in areas of the 
country already saturated with existing home health agencies. CMS has not exercised its 
authority to impose targeted moratoria on new home health agencies in spite of the 
evidence that certain areas of the country already have too many providers. Congress 
should mandate the implementation of a temporary, targeted moratorium on new home 
health agencies in geographic areas where there is a highly disproportionate number of 
providers relative to the number of beneficiaries in an area. It should apply certain 
standard exceptions to a moratorium such as where the state has a Certificate of Need 
program and the state determines that there is a need for additional providers; the 
provider is establishing a branch office or multiple locations within its geographic service 
area; or the provider has submitted the appropriate CMS Form 855A prior to the public 
notice of any moratorium. 

2) Require credentialing of borne bealtb agency executives. Strengthen Medicare 
program participation standards to include experience, credentialing and competency 
testing of home health agency owners, managers, and personnel responsible for 
maintaining compliance with Medicare standards. Competency credentialing should be 
made part of the Medicare provider screening model and applied to both new and existing 
providers of home health services. The credentialing should include minimum training 
and competency testing of owners and managers in all areas of MedicarelMedicaid 
operations including coverage standards, claim submission, cost reporting, and 
compliance requirements under the anti-kickback laws and the Stark law provisions. 

3) Expedite refinements to tbe Medicare borne bealtb payment system to eliminate 
incentives to over-utilize care. The current home health prospective payment system 
(HHPPS) includes higher reimbursement for episodes with more therapy visits. 
Reimbursement for episodes increases incrementally as the number of therapy visits 
increase. Any episodic prospective payment system that relies on the volume of services 
to determine payment amounts raises the risk of service overutilization. The current case 
mix adjustment model for home health services payment should be modified to eliminate 

6 
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the use of a payment modifier based on the volume of therapy visits. Sufficient Medicare 
resources should be invested to expedite refinements to the Medicare home health 
payment system so that the provision of services is better aligned with patient 
characteristics and costs of providing care, rather than the number of visits provided per 
episode for any service. 

4) Require all Medicare participating home health agencies to implement a 
comprehensive corporate compliance plan. Congress should require expedited 
implementation of corporate compliance plans by home health agencies to ensure 
adherence to all federal and state laws with proper funding support. Compliance program 
implementation, development and maintenance should include the following: corporate 
compliance plan frameworks based on the elements put forth in the Sentencing 
Guidelines; tailored to address specific risk areas; periodically re-evaluated; taken into 
consideration by CMS when making payment rate changes; outreach and education 
activities by CMS for providers to implement a compliance plan; and 12 months to fully 
implement a compliance plan following the publication of any rule. 

5) Strengthen admission standards for new Medicare home health agencies through 
probationary initial enrollment, prepayment claims review, increased initial 
capitalization requirements, and early-intervention oversight by Medicare 
surveyors. CMS has implemented provider screening, including fingerprinting. 
However, participation standards should be established to further reduce the risk that 
unscrupulous, as well as inexperienced providers continue to manage to obtain Medicare 
participation agreements on the front-end. Congress should increase the initial 
capitalization requirements to the equivalent of one year operation; establish a 
"probationary enrollment" for new providers during which all new home health agencies 
are subject to 100 percent medical review for at least 30 days, followed by a minimum of 
10 percent medical review for the first year in the program; establish a mandatory in­
service training requirement during the probationary period on regulations and policies 
including coverage standards, claim submission, cost reporting, and compliance 
requirements under the anti-kickback laws and the Stark law provisions; conduct State 
Agency full resurveys of all new home health agencies at 6 months of operation; and 
require training for all State surveyors in coverage standards, with reporting of 
questionable billing practices to the MACs. 

6) Create a joint Home Health Benefit Program Integrity Council to provide a forum 
. for partnering in program integrity improvements with Medicare, Medicaid, 
providers of services, and beneficiaries. Congress should establish a Medicare Home 
Health Benefit Program Integrity Advisory Council appointed by the Secretary of HHS 
with representation from Medicare beneficiaries, home health agencies, organizations 
representing beneficiaries and home health agencies, the Centers for Medicare and 
Medicaid Services, the Office of Inspector General of the US Department of Health and 
Human Services, and the US Department of Justice. Its purpose is to: evaluate and assess 
existing compliance oversight systems and system performance within the Department of 
Health and Human Services and its contractors regarding quality of care, coverage of 
services, and compliance with program integrity laws and regul~tions; recommend 

7 
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compliance oversight system improvements that should be developed and implemented 
by the Secretary; evaluate and assess existing compliance oversight systems within home 
health agencies and system performance regarding quality of care, coverage of services, 
and compliance with program integrity laws and regulations; and recommend compliance 
oversight system improvements that should be developed and implemented by home 
health agencies. 

7) Require criminal background checks on home health agency owners, significant 
financial investors, and management. A key to program integrity in Medicare and 
Medicaid home care starts at the top. Congress should require criminal background check 
requirements on all individuals seeking to open and operate an agency and those who 
finance the creation of the agency. Medicare participation should be denied to any 
prospective owner where that owner or party providing the financial capital to open the 
home health agency has a criminal background that involves patient abuse, neglect, or 
misappropriation of patient property or involves a financial related crime that indicates a 
risk to the integrity of Medicare. 

8) Establish authority for a self-policing compliance entity to supplement and 
complement federal and state oversight. Government enforcement entities do not have 
sufficient resources to address all concerns regarding fraud, waste and abuse in federal 
health care programs. Congress should authorize the establishment of private 
enforcement and sanction power by an industry-sponsored entity as an adjunct and 
complement to existing federal enforcement powers. The entity would be industry­
financed, subject to operational standards developed by HHS, and open and transparent in 
a manner equivalent to a federal agency. The private enforcement entities would be 
authorized to impose monetary and operational sanctions on MedicarelMedicaid 
participating providers of care, including suspension of the provider participation 
agreement, institution of corporate integrity agreements, and fines for noncompliance. 
The entities would have audit authority in order to engage in an investigation of alleged 
noncompliance. 

9) Enhance education and training of health care provider staff, regulators and their 
contractors to achieve uniform and consistent understanding and application of 
program standards. The Medicare home health benefit is governed by complex laws 
and regulations that lead to misinterpretation of coverage, payment, and program 
integrity rules. In addition, providers frequently receive conflicting information from 
various sources involved in enforcing program integrity. Congress should ensure that 
education and training of the Medicare program is a joint effort among home health 
providers, regulators, state surveyors, and Medicare contractors by taking the following 
steps: develop education sessions to be conducted nationally and open to all stakeholders; 
provide educational resources that are accessibl,? and that provide clear interpretations to 
CMS regulations and policies; require greater transparency on instructions provided to 
the Medicare contractors on payment, coverage, and program integrity policies; and 
abandon use of local coverage decisions (LCD) and require that only national coverage 
decisions be used for coverage and payment guidelines. 

8 
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10) Utilize targeted provider edits for application of claims reviews and oversight 
activities. In Medicare home health services, the variation in utilization warrants 
careful attention. While the benefit may offer a wide range of services to be covered and 
pennit coverage of extended periods of care, extreme instances of high levels of 
utilization should be subject to increased scrutiny. For example, MedPAC has highlighted 
the 25 counties with the highest level of utilization. In some instances, providers have 
twice the national average in the number of episodes per beneficiary per year. Although 
beneficiaries can qualifY for an unlimited number of 60 day episodes in a calendar year, 
the extraordinary difference between national average utilization and these providers 
should trigger claims reviews, including a prepayment authorization process. Such an 
episode volume process edit will require providers to prove that their claims meet 
coverage standards. 

In relationship to hospice care, NAHC's affiliated Hospice Association of America (HAA) has 
developed a similar list of program integrity recommendations that we would be happy to supply 
to the Committee. 

MEDICARE INNOVATIONS TO PROMOTE 
HIGH QUALITY CARE AT LOWER COST 

NAHC suggests the following refonns in the Medicare benefit structure that would incentivize 
high quality care while saving Medicare dollars: 

1) Ensure home care and hospice participation in transitions in care, accountable care 
organizations, chronic care management, health information exchanges, and other 
health care delivery reforms. Congressional refonns of the health care delivery system 
recognize home care and hospice as key partners in securing high quality care in an 
efficient and efficacious manner. Congress should monitor closely CMS's 
implementation of the health care delivery refonn provisions in the Patient Protection and 
Affordable Care Act (PPACA) to ensure that the intended goals are fully met. Congress 
should encourage CMS to look to home care and hospice as part of the solution to rising 
health care spending in Medicare and Medicaid, including through community based 
chronic care management. Congress should investigate and remove any existing laws and 
regulations that create barriers to the inclusion of home care and hospice entities as 
integrated partners or participants with other health care organizations in transitions in 
care actions, bundling of payments, or other delivery of care innovations. 

2) Allow nurse practitioners and physician assistants to sign home health plans of care. 
Congress should enact the bipartisan Home Health Care Planning Improvement Act that 
would allow Nurse Practitioners (NP) and Physician Assistants (PA) to certifY and make 
changes to home health plans of treatment. NPs and PAs are playing an increasing role in 
the delivery of our nation's health care, especially in rural and other underserved areas. 
Medicare reimburses NPs and PAs for providing physician services to Medicare patients. 
NPs and PAs can certifY Medicare eligibility for skilled nursing facility services, but not 
more cost effective care in the home. 

9 
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3) Recognize telehomecare interactions as bona fide Medicare services. Congress 
should: I) establish telehomecare services as distinct benefits within the scope of 
Medicare coverage guided by the concepts embodied in the Fostering Independence 
Through Technology (FITT) Act, which should include all present forms of telehealth 
services and allow for sufficient flexibility to include emerging technologies; 2) clarify 
that telehomecare qualifies as a covered service under the Medicare home health services 
and hospice benefits and provide appropriate reimbursement for technology costs; 3) 
expand the list of authorized originating sites for telehealth services by physicians under 
section §J834(m)(3)(C) to include an individual's home; and 4) ensure that all health care 
providers, including HHAs and hospices, have access to appropriate bandwidth so that 
they can take full advantage of advances in technology appropriate for care of 
homebound patients. 

4) Ensure appropriate development of performance-based payment for Medicare 
home health services. MedP AC has recommended application of a "pay for 
performance" (P4P) system for home health and other Medicare provider payments. 
Starting in 2008, Medicare began a P4P demonstration project operating in seven states. 
Under that demo, home health agencies qualify for incentive payments based on high 
quality of care performance or improvement in performance from the previous year. The 
incentive payments are based upon the impact that the performance has had on 
reducing Medicare costs in other health care sectors, including hospital care. This 
approach recognizes the dynamic value that high quality home health services can have 
in reducing overall health care spending. Congress should monitor the progress of the 
ongoing P4P demonstration and use the findings to guide its consideration of a full­
fledged value-based payment system for Medicare home health services. 

'Urban Institute Health Policy Center, "A Preliminary Examination of Key Differences in Medicare Savings Bills," 
July 13, 1997. 
" Trivedi, Amal N., Husein Moloo and Vincent Mor, "Increased Ambulatory Copayments and Hospitalizations 
among the Elderly," New England Journal of Medicine, January 20 I O. 
'" National Association oflnsurance Commissioners, Senior Issues Task Force, Medigap PPACA Subgroup, 
"Medicare Supplemental Insurance First Dollar Coverage and Cost Shares Discussion Paper" (October 2011). 
;v Leighton Ku and Victoria Wachino, "The Effect oflncreased Cost-Sharing in Medicaid: A Sunimary of Findings," 
Center on Budget Priorities (July 7, 2005). 
v U.S. Department of Veterans Affairs, Office of Public and Intergovernmental Affairs, "VA Eliminates Copayment 
for In-Home Video Telehealth Care," May 8, 2012. 
'" Avalere Health LLC, "Potential Impact of a Home Health Co-Payment on Other Medicare Spending," July 12, 
2011. 
": CMS Office of Information Services, Medicare & Medicaid Research Review/2011 Supplement, Table 7.2. 
'"" Avalere Health LLC, "A Home Health Copayment: Affected Beneficiaries and Potential Impacts," July 13, 2011. 
"The Commonwealth fund, "One-Third At Risk: The Special Circumstances of Medicare Beneficiaries with Health 
Problems," September 2001. 
'''Medicare at a Glance," Kaiser Family Foundation, November 2011. 
'" "Health Care on a Budget: The Financial Burden of Health Care Spending by Medicare households"-Kaiser 
Family Foundation. 
"" "Government Accountability Office, "Medicare Savings Programs: Implementation of Requirements Aimed at 
Increasing Enrollment," GAO-I 2-871 (September 2012). 
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~n L. Feinberg, S.C. Reinhard, A. Houser, and R. Choula, "Valuing the Invaluable; 2011 Update, the Growing 
Contributions and Costs of Family Caregiving," AARP Public Policy Institute Insight on the Issues 51 (Washington, 
DC; AARP, June 201l). 
,<v CMS Research, Statistics, Data, and Systems/Statistics, Trends and Reports, Medicare Medicaid Stat Supp12011 
(Tables 3.1 and 7.1). 
~ Kaiser Family Foundation, "Examining Sources of Supplemental Insurance and Prescription Drug Coverage 
Among Medicare Beneficiaries; Findings from the Medicare Current Beneficiary Survey, 2007," August 2009. 
>Vi National Association for Home Care & Hospice (NAHC) Cost Report Data Compendium, Updated 2012. 
~ii Duke University, "What Length of Hospice use Maximizes Reduction in Medicare Expenditures Near Death in 
the U.S. Medicare Program," Social Science and Medicine 65 (2007). 

11 



110 

VerDate Nov 24 2008 14:47 Jan 28, 2014 Jkt 037690 PO 00000 Frm 00116 Fmt 6633 Sfmt 6633 F:\MY DOCS\HEARINGS 113\113-59 CHRIS 85
44

9.
07

4

Real Possibilities 
February 26, 2013 

The Honorable Kevin Brady 
Chairman 
Ways & Means Subcommittee on Health 
Washington, D.C. 20515 

The Honorable Jim McDermott 
Ranking Member 
Ways & Means Subcommittee on Health 
Washington, D.C. 20515 

Dear Chairman Brady and Ranking Member McDermott: 

On behalf of AARP's 37 million members and the millions of Americans with Medicare, thank you 
for holding a hearing to examine traditional Medicare's benefit design. Medicare continues to play 
a vital role in the health and financial security of older Americans. We have long recognized the 
need to strengthen and improve the program and appreciate that the committee is considering 
ways to do so. As Congress considers various proposals, we urge you to examine all the potential 
ramifications on benefiCiary out-of-pocket spending, access to needed care, and total costs to the 
health care system. 

As you know, the current Medicare fee-for-service (FFS) benefit structure requires beneficiaries to 
meet separate annual deductibles for Part A (hospital insurance) and Part B (medical insurance, 
including phYSician viSits) services. For 2013, the Part A deductible is $1,184 and the Part B 
deductible is $147 respectively. After meeting the deductibles, a beneficiary faces wide variation in 
coinsurance, depending on the type of service he or she receives. For example, in Part A, a 
beneficiary pays for a daily rate if she requires more than 60 days in an inpatient hospital, and she 
pays a daily coinsurance starting on the 21 st day in a skilled nursing facility (SNF). In Part B, a 
beneficiary pays for 20 percent of the cost of care except for home health services and some 
preventative care services, which are fully paid by Medicare. 

There are notable gaps in current Medicare benefits, including the lack of a catastrophic cap and 
coverage for certain essential health benefits. In recent years, the creation of the Medicare Part D 
drug benefit in 2006 and the phasing out of the coverage gap, or "doughnut hole", in Part D - as 
required by the Affordable Care Act - have been major improvements. Yet, even with these 
improvements, out-ot-pocket costs still remain a great burden for many Medicare beneficiaries. 
Analysis by AARP's Public POlicy Institute finds that at least 50 percent of Medicare beneficiaries­
who have incomes of roughly $20,000 - spent $3,100 on health care expenses, or nearly 17 
percent of income, in 2007 (the most recent year for which Medicare Current Beneficiary Survey 
data were availab!e). Ten percent of beneficiaries spend over $7,800 on health care costs.' The 
report also finds that out-of-pocket spending is higher for older and poorer beneficiaries: spending 
increases to over 20 percent of their income on health care. 

1 C Noel-Miller, "Medicare Beneficiaries' Out-of-Pocket Spending for Health Care", AARP Public Policy 
Institute, Washington, DC, May 2012. Includes spending for Medicare and supplemental premiums, and for 
medical services and some long-term services and supports. 
hltp:llwww.aarp.org/contentldam/aarplresearch/public_policyjnslitute/health/medicare-beneficiaries-out-of­
pocket-spending-AARP-ppi-health.pdf 



111 

VerDate Nov 24 2008 14:47 Jan 28, 2014 Jkt 037690 PO 00000 Frm 00117 Fmt 6633 Sfmt 6633 F:\MY DOCS\HEARINGS 113\113-59 CHRIS 85
44

9.
07

5

Without an out-of-pocket cap, the traditional Medicare program currently leaves beneficiaries at risk 
for significant cost-sharing if they become seriously ill or need to manage chronic health conditions. 
No other public or private health insurance plan imposes the same level of risk on their 
participants: these plans generally limit the amount of cost-sharing that participants have to pay in 
a year or a lifetime. As a consequence, most Medicare beneficiaries rely upon other supplemental 
insurance to avoid the potential risk of significant out-of-pocket costs (e.g. employer-provided 
retiree health and Medigap) or rely on Medicaid. Not all beneficiaries have supplemental insurance 
coverage, however. About 4 million beneficiaries (8%) have no additional coverage, and 
potentially face significant health care expenses should they become seriously ill. 

Since the enactment of the Medicare program, health care has changed significantly. Prescription 
drug treatments have grown substantially in importance, and technology has provided a range of 
new treatment interventions. Further, more treatments are provided on an outpatient basis and the 
cost of health care has grown dramatically. Reexamining the Medicare benefit package to 
evaluate options to better serve the health care needs of beneficiaries, maintain the affordability of 
the program, and improve program efficiency is an important goal. 

In exploring any Medicare redesign, AARP believes that it is essential to look at any proposed 
changes from the perspective of beneficiaries, not just from the perspective of a budget score. 
Most beneficiaries already struggle to make ends meet, and are particularly sensitive to the high 
cost of health care and prescription drugs. An examination of Medicare redesign must take into 
account the economic status of seniors, as well as evaluate how benefit changes will interact with 
other potential changes to the Medicare program. 

In addition, any redesign of Medicare cost-sharing will potentially affect various groups of Medicare 
beneficiaries differently. All too often, proposals are evaluated as if all beneficiaries are identical. 
In fact, they are not and they will be affected differentially. The impact will depend on the types of 
services they use, the intenSity of their use, whether and what type of supplemental coverage they 
have, and their income. Those without supplemental coverage will be most directly impacted by 
increases in cost sharing. Research shows that individuals, particularly those who are sicker and 
poorer, react to higher cost sharing by avoiding or delaying use of health care services, including 
necessary care. In particular, this would apply to services that currently require no coinsurance or 
limited coinsurance, such as inpatient hospital services or hospice. The avoidance of needed care 
could lead to a faster or more serious decline in health, which not only has adverse consequences 
for the beneficiary, but potentially could end up costing the health care system more. 

Beyond the immediate impact on benefiCiary out-of-pocket costs, redesigning the Medicare benefit 
will have several other implications: 
• Depending upon the new cost sharing deSign, other types of supplemental coverage (e.g., 

Medigap, TRICARE, VA) will also be affected. It will be important to analyze the interaction of 
multiple policy changes. 
State Medicaid programs could incur added liability for cost sharing of dually eligible 
beneficiaries. 
Employer plans that contribute towards the cost of retiree health insurance, which is the most 
prevalent form of supplemental coverage, could also see added liability. 

• A catastrophic cap would put an annual limit on Parts A and S, but would likely be separate 
from the catastrophic coverage in Part D, and may not apply at all to non-Medicare costs, such 
as dental, hearing, vision and long term care. 

Finally, Congress must consider Medicare benefit redesign in the context of broader reforms to the 
health care system. Even though redeSigning the Medicare benefit package may reduce federal 
Medicare expenditures, it is likely to result in merely cost-Shifting to beneficiaries and other payers, 
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and do little or nothing to reduce overall health care spending. In fact, Medicare spending growth is 
already moderating. According to the Congressional Budget Office, from 2007 to 2012, Medicare 
spending growth has averaged only 1.9 percent per year. In February 2013, the CSO reduced its 
estimate of projected 2013-2022 spending for the Medicare programs by about $143 billion. 
Moreover, Medicare spending increased only 0.4 percent per beneficiary in 2012; substantially 
below the growth in GOP of 3.4 percent per capita. With the rate of Medicare growth stabilizing, to 
focus solely on Medicare benefits to achieve health care savings misses the larger drivers of health 
care costs throughout the health care system. 

Again, we thank you for holding a hearing to explore Medicare benefit redesign. Medicare reform 
should be done cautiously and deliberatively, in an effort to minimize impacting the beneficiaries 
who rely on the program for their health and financial security. If you have any questions, please 
feel free to call me, or have your staff contact Ariel Gonzalez of our Government Affairs staff at 
agonzalez@aarp.org or 202-434-3770. 

Sincerely, 

~A.~ 
Joyce A. Rogers 
Senior Vice President 
Government Affairs 
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ONE HUNDRED THIRTEENTH CONGRESS 

C!ongtt%5 of tbe Wnittb 
j!;oulIr of 1\tpnll£ntiltib!'~ 

COMMITTEE ON ENERGY AND COMMERCE 

Dr. Katherine Baicker 
Professor of Health Economics 

2125 RAYBURN House OFHCE 

WASHINGTON, DC 20515-6115 

July 24, 2013 

Department ofHeallh Policy and Managemenl 
Harvard School of Pub lie Heallh 
677 Huntington Avenue 
Boston, MA 02115 

Dear Dr. Baicker: 

Thank you for appearing before the Subcommittee on Health on Wednesday, June 26. 2013, to 
testify at the hearing entitled "A 2 I sl Century Medicare: Bipnttisan Proposals 10 Redesign the Program '$ 

Outdated Benefit Structure." 

Pursuant to the Rules ofthe Committee 'On Energy and Commerce. the hearing record remains 
open for ten business days to permit Members to submit additional questions for the record, which are 
attached. The formal of your responses to these questions should be as follows: (I) the nallle of the 
Member whose question you are addressing, (2) the complete text ofille question you arc addressing in 
bold, and (3) your answer to that question in plain text. 

To facilitate the printing of the hearing record, please respond to these questions by the close of 
business on Wednesday, August 7, 2013. Your responses should be mailed to Sydne Harwick, 
Legislative Clerk, Committee on Energy and Commerce, 2125 Rayburn House Office Building, 
Washington, D.C. 20515 and e~maHed in Word format to Svdne.Harwick@mail.bousc.go\', 

Thank you again for your time and effort preparing and delivering testimony before the 
Subcommittee, 

cc: The Honorable Frank Palione, Jr., Ranking Member, Subcommittee on Health 

Att.'chment 
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HARVARD SCHOOL OF PUBLIC HEALTH 
DEPARTMENT OF HEALTH POLICY AND MANAGEME~T 

KATHERINE BAICKER 
PROFESSOR OF HEALTH ECONOMICS 

RESPONSES TO QUESTIONS FOR THE RECORD 
June 26 Hearing, "A 21st Century Medicare" 
House Committee on Energy and Commerce 

August 6,2013 

Thank you for the opportunity to respond to these additional questions from the Honorable Gus 
Bilirakis: 

1. One of the greatest challenges of health care is the issue of price transparency. Health 
care is one of the biggest sectors of our economy where no one knows the cost of a 
service. Under a co-pay system, a patient could know the cost of a medical service in 
advance, but that cost does not necessarily represent the total actual cost of the service. 
Under a co-insurance system, a patient might not know the cost of a service until after 
the service is performed. When designing a new benefit structure, how can we increase 
the level of transparency in the system so beneficiaries can know what their costs will be 
before they even visit the doctor? 

I believe that price and quality transparency are crucial to enabling competitive forces to drive 
lower cost and higher value. Patients need information about quality and price to choose 
insurance plans and health care providers that give them the care that is right for them. 
Furthermore, the uncertainty generated by ill-defined coinsunmce creates anxiety for patients as 
well as barriers to informed decision-making. Beneficiaries need clear advance information not 
only about prices of individual services and the quality and value offered by different providers, 
but also about how different benefit structures affect the premiums they face so that they can 
choose not just the best providers but also the ideal insurance plan based on cost-sharing, 
networks, and other features designed to enhance value. 

2. Traditional Medicare Fee for Service operates in two different silos, Part A & B, 
without either part talking to each other. Medicare Advantage provides a 
comprehensive benefit with coordination between hospital and outpatient settings. Do 
we have data evaluating Medicare Advantage against traditional fee-for service? From 
your perspective, what lessons from Medicare Advantage can we apply to redesigning 
traditional Medicare? 

There are several studies suggesting that Medicare Advantage (MA) does indeed provide 
beneficiaries with higher quality and value coordinated care (see, for example, Landon et a!., 
"Analysis of Medicare Advantage HMOs Compared with Traditional Medicare Shows Lower 
Use of Many Services During 2003-9," Health Affairs, 31(12),2012; Ayanian et a!., "Medicare 

677 Huntington Avenue 0 Boston 0 Massachusetts 0 02115 
kbaicker@hsph.harvard.edu 

Phone: (617) 432-5209 
Fax: (617) 432-4494 
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Beneficiaries More Likely to Receive Appropriate Ambulatory Services in HMOs than in 
Trailitional Medicare," Health Affairs, 32(7), 2013), suggesting that there could be substantial 
gains to better coordination of care for fee-for-service enrollees, This line of research is 
hampered, however, by the limited data available on the care consumed by MA enrollees. 
Encounter data for MA enrollees parallel to the claims data available for fee-for-service enrollees 
would greatly facilitate these important comparisons and should be made available to 
researchers. 

I hope that this information is helpful. Please do not hesitate to contact me if I can be of further 
service. 

677 Huntington Avenue Boston 0 Massachusetts 0 02115 
kbaicker@hsph.harvard.cdu 

Sincerely, 

Katherine Baicker 

Phone: (617) 432-5209 
Fax: (617) 432-4494 
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CHA~RMf\N 

Dr. Patricia Neuman 
Senior Vice President 

ONE HUNDRED fHIRTEENTH CONGRESS 

COMMITTEE ON ENERGY AND COMMERCE 
RAYBURN HOUSE OrncE BUllDfNG 

WASHINGTON, DC 20515-6115 

July 24, 2013 

The Henry J. Kaiser Family Foundation 
1330 G Street, N.W. 
Washington. D.C. 20005 

Dear Dr. Neuman: 

HENRY 

Thank you for appearing before the Subcommittee on Health on Wednesday, June 26. 2013, to 
testifyal Ule hearing entitled "A 21st Century Medicare: Bipartisan Proposals to Redesign the Program's 
Outdated Benefit Structure." 

Pursuant to the Rules oflhe Committee on Energy and Commerce, the hearing record remains 
open for ten business days to permit Members to submit additional questions for the record, which are 
atlached. The lonnal ofyourresponses to these questions should be as follows: (I) the name oftlle 
Member whose question you are addressing, (2) the complete text of the question you are addressing in 
bold, and (3) your answer to that question in plain text. 

To facilitate the printing ofthe hearing record, please respond to these questions by the close of 
business on Wednesday, August 7, 2013. Your responses should be mailed to Sydne Harwick, 
Legislative Clerk, Committee on Energy and Commerce, 2125 Rayburn Honse Office Building, 
Washington. D,C. 20515 and e~maiJed in Word fennut to Sydne.Harn·ick®mail.house.gov. 

Thank you again for your time and effort preparing and delivering testimony before the 
Subcommittee, 

Subcommittee on Health 

co: The Honorable Frank Palione, Jr., Ranking Member, Subcommittee on Health 

Attachment 
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Response to the Honorable Gus Bilirakis from the June 26, 2013, hearing entitled U A 21st Century 
Medicare: Bipartisan Proposals to Redesign the Program's Outdated Benefit Structure." 
Dr. Tricia Neuman 

Congressman Bilirakis, you raise an important point about price transparency. In general, it is not easy 
for patients to anticipate the cost of a given medical service before they receive it - either the cost they 
are likely to incur out-of-pocket or the cost that will be paid by insurers, such as Medicare. Under 
traditional Medicare, the use of coinsurance rates, rather than copayments, makes it especially 
challenging for beneficiaries to calculate their own liability, primarily because they would first need to 
know the underlying cost of a given service allowable under Medicare, before calculating their share of 
that total fee. 

Introducing copayments for services covered under Medicare Parts A and B, rather than coinsurance 
rates, would make it easier for beneficiaries to anticipate the costs they are likely to incur for a given 
service, such as a physician visit or diagnostic test. Several recent proposals would restructure the 
Medicare benefit design in a manner that would replace current law coinsurance rates with copayments 
for various services. MedPAC, for example, suggested a benefit design that included fixed co payments 
for inpatient stays, physician visits (with higher copayments for specialty than primary care), post-acute 
care and other services. The Bipartisan Policy Center recommended a similar benefit design that relied 
more heavily on copayments than coinsurance. Such copayments would make it substantially easier for 
people on Medicare to anticipate their costs before they receive medical attention. 

Additional steps would be needed to provide people on Medicare with information about the total cost 
of their care -- before they receive various services and treatments. Today, it is very difficult for 
beneficiaries to obtain this information. The shift from coinsurance to copayments would do little to 
achieve this objective. 
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ONE HUNDRED THIRTEENTH CONGRESS 

ilf tile i1l1ntttb 
(If l~rpw)ClttatilJfS' 

COMMITTEE ON ENERGY AND COMMERCE 

Mr. Thomas P. Miller 
Resident Fellow 
American Enterprise Institute 
1150 17th Street, N.W. 
Washington, D.C. 20036 

Dcar Mr. Miller: 

July 24, 2013 

H!:NHY A, WAXMAN .. CALlfORN,lA 

RA!\!l<!NG 

Thank you for appearing before the Subcommittee on Health on Wednesday, Jonc 26, 2013, to 
testifY at the hearing entitled "A 21st Century Medicare: Bipartisan Proposals to Redesign lhe Program's 
Outdated Benefit Structure," 

Pursnant to the Rules oflbe Committee on Energy and Commerce, lhe hearing record remains 
open for ten business days to permit Members to submit additional questions for fhe record, which are 
attached. The format ofyonr responses to these questions should be as 101l0ws: (l) lhe name of the 
Member whose question you are addressing, (2) the complete text of the question you are addressing in 
bold, and (3) your answer to that question in plain text. 

To facilitate the printing of the hearing record, please respond to these questions by the close of 
business on Wednesday, August 7, 2013. Your responses should be mailed In Sydne Ilarwick, 
Legislative Clerk, Committee on Energy and Commerce. 2125 Rayburn House Office Building, 
Washington, D.C. 20515 and e-maik-d in Word format to Sydne.Hanvick@.mail.house.gov. 

Thank you again for your time and effort preparing and delivering testimony before the 
Subcommittee. 

ce: The Honorable Fmnk Pallone, Jr., Ranking Member, Suhcommiltee on Health 

Attachment 
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Additional Questions for the Record for Mr. Thomas Miller 

"A 21 st Century Medicare: Bipartisan Proposals to Redesign the Program's Outdated 
Benefit Structure" 

June 26, 2013 

The Honorable Gus Bilirakis 

1. One of the great challenges of health care is the issue of price transparency. 
Health care is one of the biggest sectors of our economy where no one knows 
the cost of a service. Under a co-pay system, a patient could know the cost of 
a medical service in advance, but that cost does not necessarily represent the 
total actual cost of the service. Under a co-insurance system, a patient might 
not know the cost of a service until after the service is performed. When 
designing a new benefit structure, how can we increase the level of 
transparency in the system so beneficiaries can know what their costs will be 
before they even visit the doctor? 

Increased transparency requires both stronger demand and expanded supply. The 
interaction between them can propel each one forward. The role of a new benefit 
structure is to incentivize beneficiaries to have a greater stake in knowing the 
costs of the health care choices they make. Increased cost sharing that focuses on 
the more discretionary decisions faced by beneficiaries, but caps their maximum 
out-of-pocket exposure to levels that they can manage, provides the best tool to 
increase cost consciousness. The traditional Medicare fee-for-service program 
performs poorly on this front. Its initial-dollar deductibles are either too small 
(Part B), too irrelevant to most health care decisions (Part A) that are influenced 
by other factors, or too hard to adjust over time. Its coinsurance under Part B is 
uncapped and potentially exposes beneficiaries without supplemental insurance 
coverage to catastrophic financial risks. 

A new benefit structure should send clearer signals to which beneficiaries can 
respond more effectively. This hearing and my testimony has focused on reform 
of the traditional Medicare program, because the private plans under Medicare 
Advantage already have greater freedom to adopt a wider variety of benefits and 
cost sharing practices. They also are not as rigidly bound to the artificial 
distinctions between the categories of care financed under Part A (mostly 
inpatient hospital care) and under Part B (mostly outpatient care). 



120 

VerDate Nov 24 2008 14:47 Jan 28, 2014 Jkt 037690 PO 00000 Frm 00126 Fmt 6633 Sfmt 6633 F:\MY DOCS\HEARINGS 113\113-59 CHRIS 85
44

9.
08

4

Hence, one leading option is to change traditional Medicare's cost sharing to 
feature a unified deductible for spending under both Part A and Part B; most 
likely at a level between the current ones for each respective program. A higher 
level of cost sharing at the front end of health spending decisions also can help 
finance the establishment of a maximum out-of-pocket "stop loss" limit for 
combined expenses under the inpatient and outpatient parts of the traditional 
Medicare program. If designed in a balanced manner, such cost sharing reform 
also can diminish the demand for supplemental Medigap insurance coverage that 
largely suppresses incentives for most beneficiaries to be cost-conscious and 
economize at point-of-service decision-making moments. 

A different approach highlighted in my written testimony could involve a "major 
risk" type of cost sharing, which relies on an income-related stop-loss cap on all 
out-of-pocket expenses and a switch from front-end deductibles to a longer 
corridor of coinsurance at a higher rate than the current 20-percent rate for Part B. 

Each type of cost sharing - deductibles, copayments, and coinsurance - has its 
own set of advantages and limitations regarding price transparency incentives. 
Deductibles send a full-strength signal regarding the complete cost of a service or 
procedure. But they tend to produce binary choices to either seek out and receive 
a particular treatment or pass it up completely. They are not as effective in 
encouraging beneficiaries to weigh the marginal benefits and costs of close 
substitutes or additional increments of care. Copayments tend to be denominated 
in relatively modest amounts, which provide little information about the full 
marginal costs of more discretionary health care decisions. Recent proposals to 
develop a wider variety of copayments for services, procedures, and other medical 
treatments tied to their relative "value" lack a sufficiently deep and robust 
evidence base to merit widespread application. Coinsurance provides a partial 
insurance cushion against the full cost of the services to which it applies, while 
maintaining incentives to consider their marginal out-of-pocket costs and overall 
value at the same time. 

Even if we improve the incentives for traditional Medicare beneficiaries to want 
to know more about the cost of their care and then act upon it when they make 
health spending decisions, that alone will not fully solve the "supply" problem 
regarding accessible and actionable information. We need to build on recent 
progress in enhancing the availability of Medicare data about the relative costs of 
different services and patterns of treatment that are delivered by different health 
care providers. We also need to go well beyond a listing of simplistic price tags 
for isolated services and procedures and provide at least a range of estimated "all­
in" costs for more complex episodes of care across mUltiple health care providers. 
Rules for which entities are allowed access to such data (while ensured full 
privacy protection for personal health information) should be liberalized, in order 
to foster stronger competition in producing patient-friendly information about the 
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relative cost and quality (i.e., the overall "value") of different health care 
providers and the services they offer. Building a more useful and accurate 
information infrastructure for value-based decision making (as determined by 
patients, providers, and payers) will require more trial and error through 
competitive channels that pay attention to end users, rather than the largely top­
down, centralized approach that has repeatedly stalled or failed in the past. 
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The Honorable Gus Bilirakis 

2. Is it worthwhile to have multiple Medicare plans in the marketplace? eMS 
could establish an actuarial value and allow various plans of different 
premiums/deductibles/cost-shares. This would allow seniors to choose a plan 
that fits their lifestyle and health status rather than a one-size-fits-all plan. 

Medicare beneficiaries have already voted with their feet and their wallets. They 
very much welcome and value a wider variety of Medicare plans - both as 
alternatives to traditional Medicare services under Parts A & B, and as a 
competitive marketplace for either integrated or stand-alone prescription drug 
coverage under Part D. Competition and choice among Medicare plans helps 
match them with the diverse preferences and needs of beneficiaries. The rules for 
structuring this competition among private Medicare plans, as well as between 
them and the traditional Medicare program, have evolved and generally improved 
over time, after more mixed experience in earlier iterations (such as private plan 
options under the TEFRA rules of the 1980s and early 1990s for Medicare HMOs, 
the ill-fated Medicare+Choice rules under the Balanced Budget Act of 1997, and 
even the early, over-generous bidding benchmarks set under the Medicare 
Modernization Act of2003) failed to ensure competition in cost-effectiveness. 
Risk adjustment has improved over the last decade, though it remains far from 
perfect. Finding a sustainable formula for level-playing-field competition between 
Medicare Advantage plans and traditional Medicare that improves the mix of cost 
and quality remains elusive, although better models of "premium support" could 
and should be considered. Establishing an actuarial value for the baseline level of 
taxpayer assistance under an improved system of Medicare plan competition 
(ideally first determined through "competitive bidding" ground rules rather than 
by budget-driven political calculations alone) would allow competing plans to 
offer different baseline-benefit mixes of comparable value. At the same time, 
beneficiaries should be allowed and encouraged to seek enhanced plan choices 
when they are willing to spend more of their own money to purchase them. 
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The Honorable Gus Bilirakis 

3. Traditional Medicare Fee for Service operates in two different silos, Part A 
& B, without either part talking to each other. Medicare Advantage provides 
a comprehensive benefit with coordination between hospital and outpatient 
settings. Do we have data evaluating Medicare Advantage against traditional 
fee-for-service? Does Medicare Advantage provide lower costs and better 
outcomes compared to traditional fee-for-service? What lessons from 
Medicare Advantage can we apply to redesigning traditioal Medicare? 

We have some limited data in published research that tells a mixed story. In 
general, Medicare Advantage (MA) plans -- particularly private HMO plans -­
have demonstrated better health quality ratings and better outcomes compared to 
traditional Medicare (FFS) for a number of standard measures. The evidence 
regarding relative cost-effectiveness is clouded by changing payment methods 
over time, plus difficulty in accounting for all of the relative advantages and 
disadvantages within the different features ofMA and FFS. 

For example, a study in the February 2012 issue ofthe American Journal of 
Managed Care found that 30-day hospital readmission rates were 13 percent to 20 
percent lower in MA plans than for traditional Medicare FFS. A peer-reviewed 
2007 study in Medical Care Research and Review found that beneficiaries in 
Medicare HMOs have fewer avoidable hospitalizations than Medicare FFS 
beneficiaries. MA beneficiaries also are less likely to report trouble in receiving 
care, more likely to receive necessary preventive services, and more likely to have 
a usual source of care. 

In comparing the costs ofMA plans versus FFS, it depends on whether is 
measuring cost-effectiveness in delivering comparable basic benefits or 
evaluating total costs under different methods of reimbursement. In recent years, 
MedPAC analysis has found that MA plan benchmark bids for similar 
beneficiaries have been below those of Medicare FFS (96 percent in 2013, down 
from 98 percent in 2012). The most common type ofMA plans --- Medicare 
HMOs - have performed even more efficiently; bidding 92 percent of FFS 
spenidng in 2013. However, additional benchmark reimbursement formulas have 
raised overall taxpayer spending on MA plans above that of comparable FFS rates 
in many market areas. MA plans have directed these additional payments 
primarily toward enhanced benefits, and somewhat lower cost sharing, for 
beneficiaries in order to increase their market share. MA advocates also point out 
that the somewhat higher reimbursement rates help to compensate for the 
longstanding advantages ofFFS as an entrenched, dominant incumbent withn the 
Medicare program (including being the default selection for newly eligible seniors 
and retaining the legal authority to dictate its own administered prices to 



124 

VerDate Nov 24 2008 14:47 Jan 28, 2014 Jkt 037690 PO 00000 Frm 00130 Fmt 6633 Sfmt 6633 F:\MY DOCS\HEARINGS 113\113-59 CHRIS 85
44

9.
08

8

providers). They also note that a full accounting of comparable costs should 
include the supplemental Medigap premiums that many FFS beneficiaries have to 
pay to gain access to MA-equivalent benefits. 

Although some disagreement among outside analysts remains about the accuracy 
of risk adjustment mechanisms in ensuring apples-to-apples cost comparisions 
between MA and FFS, a more aggressive version of premium support financing 
of Medicare options on a level playing field (such as proposed by several of my 
AEI colleagues) would deliver larger taxpayer savings and push both MA plans 
and the traditional FFS program to lower their costs and improve their quality. 

The most important lessons to be learned from MA are that coordinating and 
integrating care to treat the "whole patient" improves health outcomes and lowers 
costs. Having to attract and retain Medicare beneficiaries, instead of automatically 
enrolling them when they reach the age of eligibility, also sharpens accountability 
for performance in a patient-centered manner. The MA side of the Medicare 
program also is more open to innovation in health care treatment and health plans' 
adoption of successful practices implemented by their competitors. Applying 
these lessons to the traditional FFS program is more difficult, but not impossible; 
such as in better versions of current experiments with accountable care 
organizations, medical homes, bundled payment, and value-based reimbursement. 
Breaking down the arbitary payment silos that separate Part A and Part B ofFFS, 
as well as integrating cost-sharing provisions across the continuum of care, would 
represent a good start. 
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The Honorable Gus Bilirakis 

4. There is concern that MediGap plans driving up cost, providing less benefit 
for seniors, and we should think about alternatives to those plans. What if we 
gave everyone an HSA? Millions of Americans have an HSA today and they 
will age into the Medicare population. Do we have data, on average, how 
much seniors would have in an HSA as they entered Medicare, or could have, 
if HSA's were more widespread and used over a lifetime? If seniors had 
HSA's with a lifetime of savings in it, there would be less need for MediGap 
policies, and seniors would be better equipped to cover sudden health care 
spending spikes. 

Wider access to HSAs, and greater use of time, can help contribute to post-retirement 

assets for health care needs. The size of retained balances at age 65 are sensitive to 

underlying assumptions about interest rates, duration of HSA-contribution eligibility, 

levels of contributions, and retention of HSA contributions over time as savings rather 

than for pre-retirement health care spending. The earliest rough model for potential net 

savings from tax-advantaged health accounts for active workers was provided by 

Eichner, McClellan, and Wise in a 1996 National Bureau of Economic Research working 

paper. Their study found that, within the assumed parameters of one particular 

individual health account model, approximately 80 percent of the employees would 

have retained over 50 percent of their tax-advantaged contributions by the time of 

retirement, and only 5 percent of the workes would have saved less than 20 percent of 

their contributions. The key finding was that any particular period of pre-retire me nt­

years of high health care expenses does not persist as more and more years of health 

expenditures are cumulated. 

A more recent analysis of likely HSA savings during pre-retirement years by the 

Employee Benefit Research Institute (Fronstin 2010) is more skeptical. It notes that 

current limits on maximum annual HSA contributions, low interest rates, and much 

higher post-retirement health expenses (Medicare and supplemental insurance 

premiums, plus other out-of-pocket expenses not covered by Medicare) indicate that 
retained H5A savings at the age of Medicare eligibility can make only a modest 

contribution (16-32 percent) to the latter. However, the EBRI study assumes only a ten­

year period of HSA contributions (by a man aged 55 in 2009), primarily limits investment 

of contributions to low-interest savings vehicles, and predicts a substantial level of 

health expenses not reimbursed through Medicare (roughly half of all retiree health 

costs). EBRI notes that its estimates do not take into account the likely use of a share of 

HSA contributions for pre-retirement health care needs, plus the higher retiree health 

expenses faced by women (with longer average life expectancy). 

The best way to view this issue is to see HSAs as a valuable contributor to increased 

savings for post-retiree health care needs, but not sufficient alone to fill a very large 
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future resource gap between expectations and personal assets. Although HSA funds 

cannot be used directly to pay for Medigap premiums, they can be withdrawn tax-free 

to pay other retiree health premiums (for Medicare Part B or Part D, for MA plans, or for 

employers' supplemental retiree coverage), as well as eligible out-of-pocket health 

expenses. Moreover, cash is fungible and assets available to handle out-of-pocket healht 

expenses for Medicare retirees can reduce the demand, and need, for supplemental 

Medigap coverage. 

The most recent figures for HSA balances indicate that they continue to grow (up 24 

percent from 2011 to 2012, and projected to reach $26.9 billion by 2015, according to 

two surveys by AHIP and Devinir Research, respectively). However, more than halfof 

current accounts have less than $1000. The oldest accounts tabulated - those opened in 

2005 - have an average balance of $4,668. On a more promising note, the average 

account balance in HSAs has grown from $1476 in December 2009 to $2283 in 

December 2012. From December 2011 to December 2012, about 23 percent of total 

contributions made to HSAs were retained. 
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